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The Inside Contract System * 


HE system of inside contracting has received little attention from 

economic historians despite its importance in the development of 
American indusiry. Although several authors have mentioned the 
system,” none has described its operation in detail. The purpose of this 
paper, therefore, is to remedy this omission and analyze the reasons for 
the elimination of the system, with particular reference to one manu- 
facturing plant (Winchester Repeating Arms Company). 

Under the system of inside contracting, the management of a firm 
provided floor space and machinery, supplied raw material and 
working capital, and arranged for the sale of the finished product. 
The gap between raw material and finished product, however, was 
filled not by paid employees arranged in the descending hierarchy so 
dear to the hearts of personnel experts but by contractors, to whom the 
production job was delegated. They hired their own employees, super- 
vised the work process, and received a piece rate from the company for 


1A major portion of the data on which this paper is based was gathered while the author 
was working on a history of the Winchester Repeating Arms Company undertaken by Yale 
University. I should like to thank Professors H. F. Williamson, F. W. Fetter, Theresa Wolfson, 
and Oscar Handlin for their comments on an earlier draft. For information on other aspects 
of the company’s history, see H. F. Williamson, “Winchester, The Gun That Won the West,” 
to be published in 1952. 

2 See, for example, J. L. Bishop, A History of American Manufacturing (Philadelphia, 1864), 
Il, 742; W. C. Church, “American Arms and Ammunition,” Scribner’s Monthly, XIX (January 
1880), 443; F. J. Deyrup, Arms Makers of the Connecticut Valley (Northampton, 1948), pp. 
I0I-2, 149-50, 161-62; J. C. Duncan, Principles of Industrial Management (New York, 
1911), p. 219; C. M. Greene, “Light Manufactures and the Beginnings of Precision Manu- 
facture Before 1861,” in The Growth of the American Economy, ed. H. F. Williamson (New 
York, 1946), p. 247; G. Hubbard, Pioneer Machine Builders, The Mechanics of the Windsor 
Region and Their Industries (mimeo., Windsor, Vermont, 1922), pp. 56-57, 127; J. Richards, 
“Compensation of Skilled Labor,” in The Making of America, ed. Robert M. LaFollette (Chicago, 
1906), p. 283; J. W. Roe, English and American Tool Builders (New Haven, 1916), p. 178. 
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completed goods. The income of a contractor consisted of the difference 
between his wage bill and his sales to the company, plus the day pay he 
earned as an employee himself. The company’s largest single expense 
was the amount paid to the contractors for finished goods. 

From this brief description, one might suppose that the institution 
of inside contracting was a somewhat refined version of the “putting- 
out” system of manufacture which was superseded by more modern 
methods by the time of the Civil War. The difficulty with this supposi- 
tion is that we find evidence of contractors up to the First World War 
not only at Winchester but in many other New England plants as 
well.* While it is always dangerous to speculate about origins, one 
might guess that the contract system was a “natural” development from 
the putting-out system as it existed in Great Britain and on the 
Continent. We do find that contractors were employed in both England 
and Germany during a part of the last century.* In this country, 
however, the domestic system did not precede the “factory system” 
except in such consumer-goods industries as boots and shoes, straw 
hats, and ready-made clothing. 

An examination of our early industrial development, however, 
suggests that such an explanation is unnecessarily complex. We know 
that the early toolmakers and armorers of New England had small 
shops where guns and implements were made on order: for people in 
the neighborhood. As transportation and communication became less 
expensive, markets widened and some of these shops grew in size along 
with the reputation of their owners. The increased demand for fabri- 
cated metal products accompanying the westward movement of popu- 
lation and the Civil War made it increasingly difficult to fill orders 
without additional capital and labor. These the toolmaker could not 
supply himself. If to this situation are added two other factors, we will 
have a picture of the setting from which the contract system developed. 
The first of these was the increasing use of the principle of interchange- 
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3 As late as 1910 the system was still used in such well-known plants as Eli Whitney, Robbins 
and Lawrence, Brown and Sharp, Colt, Remington, Singer, Pratt and Whitney, as well as 
in many lesser known plants up and down the Connecticut Valley. 

4 For example, Richards, “Compensation of Skilled Labor,” p. 276, reports that in 1886 it 
was impossible to ascertain anything about wages in several English plants “‘because the 
work was contracted.” My colleague, Professor W. Jaffe, reports that at least as recently as 
1929 the Zwilling-Fabrick at Solingen was operated under a variation of the contract system. 
Incidentally, Professor Lane reports that inside contracting was used as early as the fifteenth 
century in the Venetian arsenal—F. C. Lane, Venetian Ships and Shipbuilders of the Renaissance 
(Baltimore: The Johns Hopkins Press, 1934), pp. 115, 200-5, passim. 








































The Inside Contract System 207 





able parts; the second was the existence throughout the nineteenth 
century of inside contractors within the government arsenals. (Since 
their origin, the arsenals had employed one or another master tool 
builder to do a specific job on contract within the armory and had 
often contracted work out to the local shops of these master mechanics.”) 

Given the increase in demand and the cost advantages of larger plants 
making use of the interchangeable principle, inside contracting devel- 
oped into an important and widely used system. As a method of adjust- 
ment to the needs of the time it had much to recommend it. The 
capitalist, although owning the plant, was freed from most of the 
technical problems associated with production, improvement of the 
manufacturing process, and labor supervision. Since usually he had 
neither the training nor the ability which was necessary, “partnership” 
with a master mechanic was to his advantage. The contractor also gained 
from the relationship. He was able to avoid the problems of selling the 
finished product and procuring working capital and raw material 
while maintaining a surprising degree of independence within the plant. 


An examination of the data at the Winchester Repeating Arms 
Company reveals that at the beginning of the company’s history in 1855 
contractors were already in charge of production. At first, only one or 
two contractors were employed, but the expanding market for guns and 
ammunition brought on by the war, coupled with improvements in 
the method of interchangeable parts manufacture, put a strain on the 
production department. Under this pressure, the number of contractors 
increased. As the manufacturing process was subdivided, however, the 
functions which the capitalist had to perform grew in number. With 
one contractor making gun barrels while others were responsible for 
receivers, stocks, small parts, etc., it became necessary to regulate the 
flow of components into the final assembling department. As soon as 
separate contractors performed operations on the same component, 


5 Nathan Starr, who was given a contract to make swords in the Springfield armory during 
1798, seems to have been the first of such men. He even gave subcontracts to individuals in his 
own Middletown shop to furnish some of the forgings and the scabbards for the job.—Deyrup, 
Arms Makers, pp. 43-45. 
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someone had to inspect the work between operations.° Finally, plant 
and equipment maintenance, the provision of heat and power, more 
extensive bookkeeping, and the job of moving components between 
departments all fell to the capitalist and those directly under him. 

By 1876 the production of guns at Winchester was divided among 
a dozen large departments each headed by a contractor with another 
half-dozen minor operations performed by separate contractors work- 
ing alone or with one or two helpers. A similar arrangement existed 
in the other division of the plant, the cartridge shop. The single 
capitalist had been supplemented by a managerial group, and company 
foremen were in charge of the inspection and assembling departments, 
the maintenance crew, power plant, forge and machine shops, and the 
model room. Actually, the work force was about equally divided 
between contractors and company foremen, although the more skilled 
and higher paying jobs were almost entirely in the contractors’ domain.’ 

Just prior to 1876, two related events occurred. First, the company 
began to recover from the great depression of the 1870’s during which 
sales and prices had dropped precipitously. Second, major changes in 
top-level personnel took place, and the officials of the company began 
to take advantage of the greater power which was theirs as a con- 
sequence of the multiplication of contractors and the increase in the 
functions they performed. Whereas previously selling’ the finished 
product had posed no severe problems, now salesmanship increased 
in importance and production costs began to loom large in the eyes 
of the company officials. For the first time, relatively complete and 
careful accounts were kept and the prices which the company agreed 
to pay the contractors for finished work were formally recorded. 
From the company’s vantage point, these prices represented a large 
part of the costs of production; from the contractor’s point of view, 
they determined the size of his income. They are thus a good starting 
place for our analysis of inside contracting at Winchester.* 


6 For example, gun barrels first had to be forged, then drilled, machined, filed, fitted with 
sights, and finally either blued or browned. At Winchester a separate contractor was in charge 
of each of these operations by 1880. 

7In 1881, for example, while only 48 per cent of those in the gun shop worked for 
contractors, 57 per cent of the total gun-shop payroll went to contractors and their employees. 
This is exclusive of the machine shop where 12 per cent of the gun-shop labor force worked 
under a variation of the contract system. 

8 The discussion of the contract system in this paper is based largely on data pertaining to 
the gun shop. Information on the other equally important division of the plant, the cartridge 
shop, was incomplete. It is clear, however, that the system operated in substantially the same 
manner in both places. 
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To illustrate the price-setting procedure, let us examine the problem 
of readjusting the contract with Richard Russell, who ran the screw 
department. His old contract was for a certain quantity of different 
sorts and sizes of screws and other parts which could be turned out on 
turret lathes. The officials of the company had before them records of 
Russell’s deliveries and the prices paid to him. They also knew who 
worked for Russell and how much each received during every month. 
(The actual disbursement of pay was done by the company paymaster 
on Russell’s order and then charged against his account.) The record 
of outpayments and inpayments on this account permitted a rough 
calculation of Russell’s income: 


SUMMARY OF RUSSELL’S ACCOUNT, 1881 9 


Total credits $7,540.09 
Debits: 

Payroll of employees $6,392.19 

Sundries 320.40 6,712.59 





$ 827.50 
Russell’s day pay 1,068.20 


Russell’s total income $1,895.70 


The company officials did not know the actual piece rates paid by 
Russell to his workers, since the payroll he submitted gave only the 
total amount due each worker. Nor did they know precisely how much 
profit he made, since inventory control was virtually nonexistent. More- 
over, they knew very little of the actual techniques used in manufacture, 
and nothing of the profit made by Russell on each separate component, 
that is, he might have made money on rear sights while losing on butt 
plate screws and firing pins. 

Russell, on the other hand, did not know the production plans of the 
company, but he could infer from past events that if his profit appeared 
excessive, then his prices would be cut. Thus it was to his advantage, 
where possible, to manipulate the outpayments made on his account 
so that the profit would appear small in any year in which a price cut 
was imminent. Similarly there was inducement to hold back innova- 
tions until after a price cut occurred. In this particular year, as a matter 


% This is the earliest year for which the data permit the construction of such an account. 
As can be seen, Russell’s income consisted of day pay and profit. The day pay was his salary 
from W.R.A. as a contractor; profit was the difference between revenue and costs. 
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of fact, Russell’s prices were left unchanged, although the year before 
they had been cut by more than 20 per cent."° 

In general then, the system offered the officials of the company a 
simple method of controlling a significant portion of the costs of pro- 
duction. They were able to avoid the problem of organizing and 
disciplining a large part of what was called the “productive” labor 
force, while the piece-rate method of paying the contractors functioned 
as a crude incentive system.’* Almost more important, the system 
enabled the capitalist to shift part of the risk of operating to the 
contractors. These advantages, coupled with the growing formality and 
secrecy of the bargaining relationship between management and con- 
tractor, however, meant that the front office knew little of production 
techniques. The monopsony position of the company was thus threat- 
ened by the monopoly power possessed by contractors. 

The history of the contract system between 1876 and the beginning 
of the First World War is largely a history of management’s efforts to 
improve its control over the contractors without losing the advantages 
of the system. For this reason, let us list the weaknesses in control which 
existed at the beginning of this period. Needless to say, a “weakness” 
from Winchester’s point of view was very often an advantage to the con- 
tractor: (1) each contractor possessed monopoly power in greater or 
less degree depending on his private knowledge of production methods, 
the loyalty of employees, and his position in the social system of the 
factory; (2) there was the problem of controlling the income earned 
by each contractor so that income would match the individual’s position 
in the social hierarchy. Similar difficulties arose because of differences 
between the incomes received by the employees of the various con- 
tractors; (3) the incentive of the piece-rate method of paying contrac- 
tors was inadequate both because a contractor was convinced his rates 
would be cut whenever his income appeared excessive and because 
imperfections in the labor market often permitted a contractor to 
shift a price cut to his employees; (4) it was difficult to regulate the 
flow of components from each contractor so that they would reach 


10 If Russell had incurred a loss rather than a profit, the company would either have split 
the difference with him or carried the whole amount on his account until it was wiped out by 
future profits. Their decision would depend on the reason for the loss and the power 
possessed by Russell. 

11 This incentive system was also used by the contractors who paid their employees on a 
piece-rate basis. Since the contract system was fairly widespread during a large part of the 
last century, this may partially explain why early wage data are so hard to find. 
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final assembly at the proper time; (5) the absence of adequate inventory 
control created further problems. There was only a superficial check 
on the flow of raw material going to each contractor and on the amount 
of spoilage. If a contractor ruined a component, machine, jig, or pattern, 
the labor of those who had worked on the piece before it reached his 
department was wasted, yet he was not charged for the cost of spoiled 
parts. This problem was magnified by the greater subdivision of the 
plant which accompanied its increased size; (6) W.R.A.’s production 
records showed only finished output delivered to the company. There- 
fore, a clever contractor could build up a private inventory which could 
be sold to the company during future periods while it spread his 
apparent profit over time in an advantageous manner. 

Of these shortcomings, first to receive attention was the contractors’ 
incomes. The depression of the 1870’s hit Winchester hard. In reaction, 
the company not only reduced gun prices but made strenuous efforts 
to shift the pressure of the times to the contractors. Between 1876 and 
1880, for example, the price paid for polishing gun parts was cut over 
40 per cent, case hardening and the manufacture of screws and sights 
each 45 per cent. Drilling and machining barrels, the receiver shop, and 
the contractors making small parts and gunstocks were similarly dealt 
with. These extraordinary price cuts placed a premium on mechanical 
ingenuity as well as on ability to manage labor. Although the incomes 
received by the contractors fell during the period, most of them were 
able to pass on the price reductions to their employees in the form of 
wage reductions. New jigs and fixtures were invented, unnecessary 
filing and polishing operations were omitted, and unskilled labor was 
substituted for skilled.’? Prior to the modern industrial research labora- 
tory and “scientific management,” it should be remembered, the inno- 
vating function (and in many cases the inventing function as well) was 
usually in the hands of low-level, line personnel. The following chart 
gives a picture of these price changes and their impact on the incomes 
of the contractors and the wages of their employees for the period 
covered by our data.” 


12 Roe, English and American Tool Builders, and Hubbard, Pioneer Machine Builders, have 
reasoned from this that the contract system provided a favorable environment for the 
ingenious individual. Both authors then deduce that the system was largely responsible for 
many of America’s ingenious entrepreneurs and inventors. There can be no particular quarrel 
with the initial statement but the deduction is spurious. 

13 Section I of chart: An index of the prices received by the contractors for finished com- 
ponents sold to the company. The prices received by each contractor were weighted by the 
total credits paid into his account by W.R.A. The reader should guard against the tendency to 
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III 


This exploitation of management’s power over the contractors did 
remove some of the weaknesses from the system, but it had other less 
satisfactory consequences. Precisely because management used its power 
with some success, the split between the front office and the various 
production departments became more pronounced. A contractor had 
even greater inducement to enhance his own bargaining position by 
building up a work force which was loyal to him rather than to the 
company and by keeping his production techniques secret. The regular 
tours of inspection which were instituted by company officials only 
increased the feeling of mutual suspicion. 

During the decade of the 1880’s employment, production, and sales 
increased greatly.’* Winchester purchased Remington Arms Company 
and became the leading firm in the industry. In 1879 W.R.A. sold only 
12 per cent of all domestically produced firearms and ammunition; ten 
years later its share had increased to 27 per cent. This expansion placed 
a severe strain on the contract system and made management’s job of 
co-ordination, communication, and control more complex. However, 
before anything of major importance was done about the contract 
system, a reshuffling of top-level personnel took place and T. G. Bennett, 
Oliver Winchester’s son-in-law, was appointed president. In contrast to 
previous presidents and the older generation of capitalists, he happened 
to know something about the design and production of guns and 


use this index as a measure of total production costs. However, it is a reasonably accurate 
measure of labor cost, as the following table referring to the model 73 carbine indicates: 


Estimated Contractors’ 
Year Labor Cost Index of Labor Cost Price Index 
1876 $6.68 188 190 
1881 4.84 136 136 
1890 3.56 100 100 
1905 2.81 79 77 


The wholesale price index is the one calculated by Warren and Pearson. See Bureau of the 
Census, Historical Statistics of the United States, 1789-1945 (Washington, 1949), series L2. 

Section II of chart: “All employees” includes the employees of the contractors, the employees 
of W.R.A. (including foremen), and the contractors themselves. Average annual earnings have 
been adjusted for changes in the cost of living. For this purpose the Federal Reserve Bank of 
New York’s “cost of living index” was used. See ibid., series L36. 

Section Ill of chart: “Earnings” includes day pay as well as profits. Profits were allocated to 
the year in which earned rather than to the year in which the contractor drew them out 
of his account. “Large contractors” were those employing more than twenty workmen each. 
For a fuller description of the categories “small” and “large,” see page 216. The data on 
which this chart was based were also adjusted for changes in the cost of living. 

14 See page 214. 
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favored hiring young men who were technically trained like himself. 
In large measure because of these personnel changes, the 1890’s were 
marked by extensive alteration in the character of the company’s output. 
During all the years prior to 1890 only five different gun models were 
listed in Winchester catalogues. Between 1890 and 1900 nine new models 
were put before the public, and ten more made their appearance during 
the following decade. 

The introduction of these new guns meant expanded activity in the 
new research department, the model room, and the machine shop as 
well as changes in the placement and design of the machines in the 
production departments and the established division of labor among 
the contractors. As a consequence: (1) it became more difficult for the 
company to predict and control the incomes of the contractors; (2) a 
core of company officials came to know a great deal more about the 
problems of production and methods of production control than had 
been the case when the managerial staff played a different and more 
restricted role. However, until the later part of the 1890’s, the company 
officials were too busy with the mechanics of gun production and design 
and with selling problems to pay more than passing attention to the 
contract system. Bennett appointed Albert Tilton, the most successful 
of the contractors, general superintendent of the plant and left things 
pretty much up to him.”® While Tilton’s control devices differed little 
from those used earlier, his experience permitted him to increase the 
company’s control over the labor force. For example, he insisted that 
every contractor and worker be on the job when the plant opened in 
the morning. He had the gates locked one minute after the whistle 
blew so that late-comers had to walk through his office before going to 
their jobs. 

It had long been realized that price cuts had a dual effect: they both 
reduced costs and encouraged changes in the techniques of production 
which would permit further lowering of costs in the future. This 


14 
1879 1889 1896 


Total employment in all production 

le LLC St ee ee 609 1,232 1,769 
Employment in the gun shop ........... 332 710 899 
Number of guns sold (in thousands) 19.6 72.0 60.2 
Net sales of guns and ammunition 

(in thousands) $2,502.9 $2,607.7 


15 For the period 1881-93, Tilton’s income as a contractor had averaged $10,380 a year. 
This was more than the salary of any official, except the president of the company. 
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method of controlling the system was tried again by Tilton but by 
this time the contractors’ innovating proclivities seem to have dried up. 
The more obvious changes in techniques and machinery had been made 
and, with the increasing complexity of gun manufacture, special 
training was becoming prerequisite for both gun design and the super- 
vision of production. No longer was it enough to be a skilled mechanic 
with long years of experience. Furthermore, the company had been 
producing substantially the same products for a number of years and 
the contract prices for the components of these guns had been cut over 
an equal period of time, so that it should not have surprised anyone to 
find that profit possibilities—from the contractors’ viewpoint—had been 
largely eliminated. For these reasons, the impact of price cuts on the 
contractors and their workers assumed new dimensions. Turnover of 
the labor force mounted and the number of women employed in the 
gun shop increased sharply. 

Under these circumstances, it is not surprising that many of the 
younger members of the managerial staff felt that they could run things 
much better without the intervention of the contractors. With hind- 
sight, it is clear then that even before the turn of the century the stage 
was set for the replacement of the contractors by some system which 
offered the company greater control over the work force and the 
process of manufacture. All that was lacking were a precipitating cause 
and a substitute system which promised success. These, as we will see, 
were soon forthcoming. 

So far we have talked as if the relationships between the front office 
and the various contractors were all of a kind. Of course, this was not 
the case; a contractor who employed fifty or a hundred workmen and 
had charge of the production of receivers or barrels had an arrangement 
with the company which was essentially different from that of a small 
contractor who, with one or two helpers, filed muzzles or performed 
bluing operations. Management scrutinized the accounts of the more 
important contractors quite systematically and, in some cases, attempted 
to keep production records and estimate inventory position. There is 
even evidence that the company occasionally sent loyal employees to 
get jobs in some of the departments. The fact that management’s atten- 
tion was concentrated on these larger contractors seems often to have 
benefited the smaller ones and thus compensated, in part, for their 
weaker position. Not only did the payments to the smaller contractors 
contribute a much smaller proportion of total cost but they did not 
endanger the status of company officials in terms of income and social 
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prestige. Whereas it was not uncommon for several of the larger 
contractors to make $7,000 a year, the income of the less important 
contractors ranged between $1,200 and $3,000. The following table 
presents in summary fashion a comparison of these different groups. 

The machine shop, which was operated as a part of the gun division 
under a company foreman also used a variation of the contract system. 
This version of the system is worth mention, since there is evidence 
that many machine shops were organized in much the same fashion 
considerably past the First World War. Certainly at W.R.A. con- 
tractors were found in the machine shop long after the system was 
discarded elsewhere in the plant. 


COMPARISON OF GUN SHOP CONTRACTORS, 1876-1889 


Large * Medium + Small t 
Average number of contractors 5 8 5 
Average number of years spent as a contractor 3.8 72 4.6 
Average number of employees § 43 II 2 
Average amount received from W.R.A. for 
finished parts § $35,900 $9,500 $2,700 
Average annual income of contractors § $ 4,800 $1,740 $1,430 
Contractors’ income as a percentage of amount 
paid by company for finished parts 13.4 18.4 52.4 
Average annual pay of contractors’ employees § $ 700 $ 650 $ 570 
Per cent decrease in contractors’ price index .... -44.6 -49.7 53.5 


* The departments under large contractors were: receivers, small parts, drilling barrels, 
stocking, and water shop. 

+ Medium contractors were in charge of: machining barrels, boxes and cases, polishing parts, 
muzzle filing, screw job, projectiles and reloaders. 

t Small contractors handled: rifling, bluing and browning, polishing and leading barrels, case 
hardening, and bayonets. 

§ 1881-89. 


Once the plans and specifications of a new tool, jig, or machine part 
were drawn up, they were turned over to the foreman of the shop who 
presented the job to the machinists for bidding. The machinist who 
won the bid did not need to worry about equipment, power, or raw 
material as these were furnished by the company just as they were in 
the other departments. He made a profit if the amount paid in wages 
to others and to himself was less than the amount the company paid 
him for the finished jig or tool. Besides this profit, the company also 
paid a very low day wage to all those working in the shop. 
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This system of contracting looks very much like the one which has 
already been described. Nonetheless, there were substantial differences: 
hiring and firing were in the hands of the foreman, that is, the con- 
tractor could choose his own helpers but only from among those whom 
the foreman had already hired; each contract job differed from the next, 
involved only a few workmen, a relatively small expenditure by W.R.A., 
and lasted for a short period of time.’® As a result there was little 
danger that a machinist would rival an official of the company in pres- 
tige or income and there was not much chance that he would become 
“indispensable.” 


IV 


The older officials of the company have described in quite simple 
terms the reasons why the system was replaced. They stated that the 
contractors were paying their help too little, working them too hard, 
and that work of the same level of skill and difficulty was unequally 
rewarded by the different contractors. Indeed, according to our in- 
formants on the management level, difficulty with the labor force 
was almost the sole reason for the abandonment of the system. In the 
course of almost every interview, however, a number of remarks were 
invariably made to the effect that some of the contractors were taking 
advantage of the company by holding back innovations, by employing 
inexperienced or undesirable help, or just by making what seemed 
like too much money. We were told of contractors driving to work in 
fine carriages, carrying canes, and sporting stickpins. Such men, it 
turned out, had delegated all the dirty work in their departments to 
assistants and were “outmanagering” the managers. 

Unfortunately, the absence of detailed records after 1896 makes it 
impossible to evaluate many of these statements. It is true that fewer 
innovations were forthcoming from the contractors but, as we have 
seen, there is no reason to believe that this was the result of any “plot.” 
It may also be true that the employees of contractors did receive more 
severe wage cuts toward the end of the period because of further re- 
ductions made in contract prices. Since these price cuts were absorbed 
more easily by those contractors who manufactured components for 


16 Tt was entirely possible for a machinist to act as a contractor one month and as a 
contractor’s helper the next month. 














John Buttrick 


the newer gun models or who were inordinately inventive, there seems 
little reason to doubt that the previously existing wage structure of 
the plant was badly distorted. Taken by themselves, however, dis- 
tortions of the wage structure and dissatisfaction among the labor force 
seem inadequate reasons for discarding the system.” 

At first blush, one might suppose that the rumblings of trade-union 
activity which occurred around 1900 would have precipitated the re- 
placement of the contractors. Our informants were of this opinion even 
though the first union organizing drive took place in the machine shop, 
which was under a company foreman.’® The threat of union activity, 
however, did cause the superintendent to begin screening new workers 
who were hired by either company foremen or contractors. This 
undermined the contract system at a crucial point. At first, Tilton only 
exercised a veto power, but soon his small office was serving as an 
informal hiring hall. A list was made of the likely workers who came 
around asking for jobs. With the boom in production after 1900, both 
foremen and contractors found it convenient to use this list when they 
needed additional workers. The next step came in 1903 when the presi- 
dent ordered all hiring cleared through this office.” 

In retrospect, this change in hiring procedure marked the end of an 
era at Winchester. For the first time officials of the company interfered 
directly in the domain of the contractor. A change in contract prices 
or the introduction of a new gun model had important effects on the 
contractor’s income and repercussions on the relationship between 
him and his employees. Such events, however, only changed external 
conditions, that is, the framework within which he worked. Now the 
company entered his private domain and began to interfere with his 
right to hire and fire.” 
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17 Faced with similar difficulties, the Colt Company at Hartford began setting minimum 
wages which the contractors were forced to meet.—Deyrup, Arms Makers, p. 101. At W.R.A. 
there is no evidence that this method was used. 

18 Students of labor history will remember that the period around 1900 was one of labor 
unrest, especially among the skilled workers of New England and the Middle Atlantic States. 
At W.R.A., however, the initial threat was easily handled by firing the six machinists who acted 
as ringleaders and posting a strong letter on all company bulletin boards. Actually, union 
sentiment in the plant could not have been too strong during this period, since W.R.A. 
workers were quite willing to ride on trolleys which were specially arranged for by W.R.A. 
during the New Haven trolley strike of 1902. 

19 From the beginning, Tilton’s clerk made a special notation after the names of all those 
suspected of union activity and all those fired for reasons which would militate against rehiring. 
The notation used is rather amusing—roBaL, which is Lasor spelled backwards. 

20 Part of the prestige accorded the contractors in the community seems to have come from 
their ability to provide jobs for friends, relatives, and neighbors. 
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For all its potential importance, control over hiring did not by itself - 
cause the abandonment of the contract system. At W.R.A. the necessary 
enthusiasm to make a formal break with the past and install company 
foremen in place of contractors was generated by Frederick W. Taylor’s 
“scientific management.” During the early 1900's a modification of 
the Taylor system was successfully installed in the government arsenal 
at Springfield by C. A. Barth and D. V. Merrick.”* With this case 
history before them, the younger, technically trained officials were able 
to press with greater assurance for the elimination of the contractors. 
They could present concrete evidence to the more reluctant officials 
which showed not only that it was possible to replace the contractors 
but that the change would result in reduced costs.” 

The replacement of the contract system was performed in a very 
short space of time (between 1906 and the outbreak of the First World 
War) and with relative ease, when one considers the revolution in 
management theory involved. The table below indicates the chronology 


1904 1906 1908 1910 1912 1914 


No. of contractors in gun shop 18 14 8 6 6 0 
Per cent of total W.R.A. payroll re- 

ceived by gun shop contractors 

and their employees * 19 10 7 


* For these years, a separate payroll for the gun shop was unavailable. 


of the change. Indeed, so easy was the transition that it is necessary to 
explain why the contractors went along so passively and how the com- 
pany fulfilled the functions which had previously been performed by 
the contractors. 

In part, the first question has already been answered. The life of 
a contractor had become increasingly more difficult: his rate of profit 
and income had declined, the front office bothered him more fre- 


21 Hearings Before Special Committee of House to Investigate Taylor and Other Systems of 
Shop Management Under Authority of H. Res. 90, 62d Congress (1912), pp. 58 ff. 

22 Replacing the contractors with company foremen actually resulted in higher costs. This 
was unimportant, however, since management was sure that costs would fall and made its 
plans on that basis. In this connection, a statement made later by the superintendent is most 
revealing: “I had expected that we would produce the goods cheaper under the non-contract 
but to my surprise I found that in practically every instance where we changed from the 
contract to the non-contract system the costs were increased. . . . However, in spite of the 
increased cost, which in most cases was not very great, we felt that the jobs were much better 
run under the non-contract system than under the contract system, because the Company had 
better control of the job.” 
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quently, he no longer had sole control over hiring and firing, and his 
status vis-a-vis company foremen and officials had declined. To make 
it still easier for a contractor to become a company foreman, the 
existing foreman’s bonus system was refurbished to make it more like 
the profit earned by the contractors. Foremen were also permitted 
to reject workers sent by the superintendent and their recommenda- 
tions were usually sufficient to get a man on the Winchester payroll. 

In spite of these rather heroic efforts, over half the contractors quit 
rather than be transformed into foremen. This exodus created few 
special problems, however, because most of the contractors were old 
and had delegated much of their jobs to assistants. All but two had been 
contractors for more than ten years and five for more than twenty 
years. From among the group of assistants W.R.A. was able to find 
foremen who were experienced, well trained, and familiar with the 
customs of the plant. 

When the company began eliminating the contractors, it became 
essential to find some new method of setting wages. The contractors 
had paid their workers piece rates, which reflected the prices re- 
ceived for finished goods. The officials of the company felt quite 
strongly that this arrangement contained many inequities, made for 
dissatisfaction and consequent inefficiency. If earnings could be “scien- 
tifically” tied to productivity, they were sure output would increase 
and the entire plant operate more smoothly. To do this, detailed cost 
and production data were needed, but such information could not be 
collected while contractors were in charge of production. Thus, co- 
inciding with the installation of company foremen, there was a con- 
certed effort to determine “proper” wages.”* Finally, in 1915, Barth and 
Merrick were hired to perform time studies and job rating along the 
lines they had worked out in the Springfield Armory. 

Unfortunately it is impossible to evaluate the success of the measures 
taken by Winchester to bridge the gap between the new and the old 
system because the tremendous wartime expansion in the company 
confused the picture.”* Strikes broke out during the winter of 1915-1916 
for the first time in W.R.A.’s history, but it would be naive under the 
circumstances to discuss this failure in labor relations in terms of the 
elimination of the contract system. 


23 A cost-accounting department was started in 1910 to formalize the effort. 
24 Between 1909 and 1915 employment jumped from 4,559 to 11,516, and net sales doubled. 
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V 


The war-induced upsurge in employment marked the end of the 
contract system; it probably would have rendered the system obsolete 
even if the company had not already been in the process of eliminating 
the contractors. Increase in demand and changes in the process of 
manufacture had initially created a situation in which the contract 
system was advantageous, and it was these same two factors that finally 
led to the abandonment of the system. When guns and tools were 
produced for a restricted market, the tool builder and armorer needed 
someone to provide additional fixed and working capital. By the end of 
the last century, the power relationship had changed and it was the cap- 
italist who needed someone to make a product that he could sell. The 
history of the contract system spans the period in which this change 
occurred—in which the functions which are today assigned to man- 
agement were gathered up by the capitalist. To start with, the tool 
builder (who became the contractor) was in control of the labor 
force, the entire process of manufacture, and the design of the product 
which was to be sold. By the First World War, the capitalist had as- 
sumed these functions and the last contractor had been eliminated. The 


pattern of management control pictured in organization charts was 
finally approximated in the plant itself. 


Joun Buttricx, Northwestern University 





Adolf Hitler and German Heavy 
Industry, 1931-1933 * 


DOLF HITLER’S position in the economic life of his days has 
[ L sien the object of ardent discussions from his early beginnings 
down to the present time. The Marxist and leftist view which sees 


* This article represents the second part of an essay on Adolf Hitler and German heavy 
industry, 1918-33, which is about twice its size. The essay deals mainly with the role played 
by heavy industry in promoting Hitler’s rise to power, leaving the analysis of the broader 
aspects of the problem, such as the social and economic policy of the leading industrial com- 
bines and of the Nazi party, up to the future. 

The nature of this study makes it necessary to present at this point that part of the 
sources and the literature quoted in the unprinted section to which reference will be made. It 
is as follows: 

Konrad Heiden, Adolf Hitler (Zurich, 1936). This is the most comprehensive of several 
studies which Heiden, a former representative in Munich of the Frankfurter Zeitung, ded- 
icated to this subject. The documentary material published since has proved the painstaking 
exactitude of Heiden’s studies. ; 

Otto Dietrich, Mit Hitler in die Macht (20th ed.; Munich, 1938). The author, son-in-law 
of the powerful Dr. Reisman Grone, editor of the Rheinisch-Westfaelische Zeitung, main 
mouthpiece of heavy industry, was later Hitler’s Pressechef. For our purposes, his book is of 
little use. 

Fritz Thyssen, J Paid Hitler, published by Emery Reves (New York, 1942). The history of 
this book was the object of detailed discussions before the German Spruchkammer (special 
court) in the denazification trial of Thyssen. Through courtesy of the Deutsches Institut 
fiir Geschichte der Nationalsozialistischen Zeit in Munich, which also procured other valuable 
material such as the extracts from the book by Heinrichsbauer noted below, I received 
photostatic copies of essential parts of the prosecutor’s and the defendant’s briefs as 
well as of the verdict. It appeared from these documents that Reves’s publication was based 
on direct dictation by, and also on informal discussions with, Thyssen, which took place in 
1940 in the short period that Thyssen after his clash with Hitler spent in France where the 
German armies caught up with him. Thyssen’s hasty way of talking, his anxiety to spill 
everything at once, and his unforeseen capture by the Germans before he could revise Reves’s 
manuscript seem to account for certain incongruities and inconsistencies in the book but do 
not disprove its authenticity. Apparently Thyssen’s statements about the payments he made 
to Hitler (which he later tried to correct) were preliminary guesses that he might have in- 
tended to verify. 

Of the Nuremberg war crimes trials referring to the present topic, by far the most im- 
portant one is that against Flick.—Military Tribunal, case #5, The United States of America 
against Friedrich Flick et al., Nuremberg, 1947. While elaborate extracts of most of these 
trials are now available in printed form, the present study is based on the mimeographed 
original which is more elaborate. Through the courtesy of a member of the United States 
prosecution staff at Nuremberg I was permitted to use a ‘Preliminary Memorandum 
Brief” on the connections between National Socialists and German heavy industry which 
contains much hitherto-unknown documentary material, such as an exchange of letters between 
the late Gustav von Bohlen and August Heinrichsbauer, an economic journalist and main 
go-between of Hitler and the Ruhr. 

Heinrichsbauer, who at present once more represents German heavy industry in the 
political field, in 1948 published a confidential and privately printed book on the topic Heavy 
Industry and Politics (West Verlag, Essen-Kettwig) which, as already stated, was likewise 
available to the author. 
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in the Fuhrer one of the most outstanding servants of German monop- 
oly capitalism has been contested not only by Hitler’s own followers 
but, to an even greater extent, by the spokesmen and legal representa- 
tives of the German industrial circles, who wished to disclaim any 
responsibility for the disastrous events of that period. A scientific 
investigation of this problem is the more imperative, since the pre- 
ponderant role played by socioeconomic factors in the rise of the 
Fiihrer is quite obvious. A leader of an insignificant little group who 
distinguished himself from the many antiproletarian dictator candi- 
dates of his time mainly by his qualities as a demagogue, rooted in his 
neurotic reaction to the experience of social decline, Hitler in 1923 
suffered a complete political fiasco, because his following was too 
small. While times of full employment and economic boom were un- 
favorable for his party, his movement benefited greatly from periods 
of depression, such as the one that followed the stabilization of the 
mark in 1923, and especially from the big depression after 1929. This 
depression not only caused the ruined masses of the German middle 
class to follow a leader who knew how to fight his social decline by 
donning a field-grey uniform but it also made some big German pro- 
ducers more eager than before to listen to a man who seemed to be 
conquering a disaster that had been caused, to a large extent, by their 
own rationalization policy. 


Down to the time of the depression, the German bankers and the 
captains of industry had not shown much interest in sponsoring fas- 
cism or nazism proper.’ While hardly less eager to check communism 
than anybody else in the Reich, they felt they could do so most efficiently 
by continuing the policy of co-operation with the German trade unions 
which Hugo Stinnes, the later so-called “king of the Ruhr,” and the 
union leader Carl Legien had inaugurated in the defeat-clouded autumn 
of 1918. To be sure, heavy industry and its affiliates had not always 


Not used was a much-quoted book on the financing of the Nazi party, published in 1933 
in Amsterdam, and based on alleged discussions with an alleged Sidney Warburg. The history 
of this book and its contents strongly suggest a falsification. 

1 This paragraph gives a short summary of the findings of the first part of this essay which 
could not be printed. The best work on the transformation of German heavy industry after 
1925 is Robert A. Brady, The Rationalization Movement in German Industry, a Study in the 
Evolution of Economic Planning (Berkeley: University of California Press, 1933). 
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followed this line too meticulously. During the months of social radi- 
calism which followed the outbreak of the German Revolution in 
November 1918 a group of the Reich’s most prominent businessmen, 
comprising Stinnes, Albert Voegler (then director of the Gelsenkirchen 
Mining Co., Ltd.), Carl Friedrich von Siemens, Felix Deutsch (of 
German General Electric), Director Mankiewitz, of the Deutsche Bank, 
and Director Salomonsohn, of the Diskontogesellschaft, financed the 
movement of a Hitler forerunner, one Dr. Eduard Stadtler, who 
demanded the establishment of a German National Socialist state and 
who was instrumental in the smashing of communism in Berlin—then 
called Spartacism—and in the killing of its leaders, Karl Liebknecht and 
Rosa Luxemburg.” In the Ruhr, Stadtler’s movement was backed by 
the very same steel producers who, as will be shown, later backed Hitler: 
Emil Kirdorf, the venerated but dreaded God Wotan of German heavy 
industry, Albert Voegler, Fritz Springorum, of the Hoesch steel group, 
and also by Paul Reusch, of the Haniel group, and August Thyssen, 
father of Hitler’s later financier Fritz Thyssen. But as soon as actual 
street fighting stopped, the industrialists dropped Stadtler and re- 
turned to their political co-operation with union labor. 

Hitler who originally was nothing but the chief of an insignificant 
nationalist south German group could not hope to change this basic 
line followed by the Ruhr industrialists. Down to 1929 his party appears 
to have lived, in the main, on membership dues and individual gifts, 
mainly from local South German producers.* A donation by Fritz 
Thyssen in 1923 remained an isolated fact. Even the party’s increasing 
intimacy with Emil Kirdorf did not change the picture. A survivor 
of the period when the Reich, under Bismarck’s leadership, had tried to 
solve the workers’ question by a mixture of benevolent despotism and 
brutality, Kirdorf was considered out-of-date by everybody but the 
Nazis. Even the fact that he opened to the party access to the funds of 
the Bergbaulicher Verein and the Federation Eisen Nord West * should 
not be overrated. Compared to the increasing indebtedness of the party 
which by 1933 rose to 70-90 million reichsmarks, these payments were 
only a drop in the bucket. For the same reason, it is not too impor- 


2 Eduard Stadtler, Lebenserinnerungen (2 vols.; Berlin, 1935). 

3 Heiden, p. 250. The diaries and other papers of the treasurer of the National Socialist 
Party (N.S.D.A.P.), Franz Xaver Schwarz, who died in 1947, are said to have been burned by 
him in the Munich Braunes Haus, in April 1945. 

4Heiden, p. 249. According to Heinrichsbauer (p. 52) the total amount the N.S.D.A.P. 
received from this source from 1930 to 1933 “did not exceed 500 to 600 000 RM.” 





Adolf Hitler and German Heavy Industry 225 





tant to determine the exact amount that Hitler received at this 
and other occasions, as even the highest figures mentioned re- 
mained far behind the party’s expenditures. What mattered was the 
fact that such amounts came in at all. They were like shots in the arm 
which proved to the millions of Hitler’s followers that their Fuhrer 
was “in” with the right type of people and thus deserved credit, 
politically and economically. After 1929 Hitler’s chances in both fields 
improved rapidly. Favored by the increasing depression and by the 
funds he received from Alfred Hugenberg, leader of the conservative 
German Nationalist party in the Reichstag, the chief of the Nazis man- 
aged to raise the number of Nazi voters within two years from 800,000 
to far over 6 millions.” The Reichstag elections of September 14, 1930, 
gave the Nazis 107 seats, which made them the second largest party. 
The following year, with its bank crashes and public scandals which 
led in the summer to the closing of the German stock exchange and to 
the establishment of currency control, widened the Nazis’ chances of 
success. From this time on, Hitler had dozens of meetings with 
business leaders, to gain support. 


The depreciation of the British currency, on September 20, 1931, 
made the situation of the German exporters desperate and caused heavy 
industry to formulate an antidepression program which it could hardly 
hope to carry through without some Nazi help. Acting in the name of 
all German employer organizations, the Reich Federation of German 
Industry demanded that public expenses be cut down, that salaries be 
lowered according to the international market situation, that the social- 
insurance expenditure, including the subsidies to the unemployed, be 
slashed, and that the mail and freight tariffs be reduced.* During the 
following weeks heavy industry made an all-out attack against the weak 
Bruening cabinet. The nationalist meeting in Bad Harzburg in October, 
in which Hugenberg and Hitler participated, became an assembly 


5 According to what Thyssen told Reves (Thyssen, p. 102), Hugenberg, in the last years 
before 1933, gave Hitler 2 million reichsmarks a year. This statement must be used with caution, 
as it might have been merely a guess. 

6 Frankfurter Zeitung, September 29, 1931. 
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center of the industrial leaders, with men like Dr. Hjalmar Schacht, the 
Hamburg shipbuilder Blohm, the steel merchant Ravené, the United 
Steel head Ernst Poensgen, and a trusted agent of the steel people, 
Schlenker, in attendance. The debates centered largely around the 
currency question. After a long inner fight, heavy industry, in view of 
its interest in purchasing raw materials cheaply and in saving the 
Reich’s inner purchasing power, refrained from advocating a German 
currency depreciation, which Dr. Schacht appears to have advocated. 
But in other respects Schacht was successful. Since the end of 1930 a 
public supporter of Hitler, the former president of the German Reichs- 
bank and weathervane of German economic policy opened Hitler’s 
way to the big banks.’ To show his recognition, Hitler cut the last tie 
that connected him with Gottfried Feder, the economic quack who in 
bygone days had impressed him greatly, but whose agitation against the 
“anterest slavery” did not fit into the spirit of those days. Schacht saw 
to it that Feder was given a successor as Hitler’s adviser in economics 
in a man better meeting the wishes of the industrialists: it was Dr. 
Walter Funk, an economic journalist who later became minister of 
economics and whom the Nuremberg court sent to prison for life.* 

Funk’s appointment, effected with the help of Gregor Strasser, sym- 
bolized the rising interest that leaders of heavy industry took in the 
party.” The mining industry subsidized Funk’s orientation bulletin, the 
Wirtschaftspolitischer Dienst, with several thousand reichsmarks a 
month. In the performance of his new duties, Funk worked in close 
connection with Schacht, Dr. von Stauss, of the Deutsche Bank und 
Diskontogesellschaft, Hermann Goering, and Goering’s helpers and 
associates in this field, Directors Hilgard, of the Alliance Insurance 
Corporation and Curt Schmitt of the Munich Reinsurance Corporation 
as well as Dr. Lubert, of the Verkehrswesen Ltd. and of the big building 
firm, Lenz and Co., all of whom he introduced to Hitler. Schmitt later 
became Hitler’s minister of economics. 

Hitler was too good a politician, however, not to see the dangers 
which his ties with big business created both for his movement and 





7 Heiden, p. 277. 

8 Heiden’s presentation of this episode (p. 277) has been fully confirmed by Funk’s own 
statement.—Nazi Conspiracy and Aggression; A Collection of Documentary Evidence, prepared 
. - . for presentation before the International Military Tribunal at Nuremburg (Washington, 
1946) supplement A, pp. 1196 ff. The names of Funk’s collaborators, given in the text, 
are contained in this statement. 

9 Heinrichsbauer, p. 42. 
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himself. To be sure, he was not opposed to the making of profits by 
capitalist producers, as long as their ways did not cross his own. He 
felt, however, that his intended dictatorship called for the destruction 
of all elements of the existing society that could hamper his rule, 
comprising both union labor and all producers who refused to co- 
operate with him. The thought that his becoming a hireling of Hugen- 
berg made him dependent on a type of businessman unwilling to accept 
his rule and the planned economy it involved drove him almost to 
physical despair. It is reported that during the Harzburg meeting in 
October 1931, when he was forced by the penury of his movement to 
co-operate with Hugenberg in a public demonstration, he showed signs 
of hysterical fury and behaved like an irresponsible madman.”° Before 
long, he took steps to break out of this ambiguous situation. “During a 
conversation which I had with the Fuehrer in December, 1931,” Wil- 
helm Keppler relates, “the Fuehrer said: “Try to get a few economic 
leaders—they need not to be Party members—who will be at our 
disposal when we come to power.’” ** This was the start of the so-called 
“Circle of Friends,” the entering wedge of the Nazis into the ranks of 
heavy industry as a whole. Keppler, a depression-stricken small business- 
man who had become Hitler’s agent in economic matters, states that the 
Fuhrer mentioned no other names aside from Dr. Schacht and, pre- 
sumably, Albert Voegler, the director general of the United Steel Works, 
leaving it up to him, Keppler, to solicit members during the trips he 
took. He adds that in doing so he, Keppler, used the services of his 
distant relative Kranefuss, a small industrialist like himself who was 
Heinrich Himmler’s personal adjutant and who later succeeded in 
ousting him from the leadership of this group. 

At the end of 1931 the results of this activity became gradually visible. 
In a New Year’s article for 1932 Friedrich Reinhardt, director of the 
Commerz-und Privatbank, and one of the first nine members of the 
Keppler circle, launched a campaign for German economic self- 
sufficiency, a policy which spelled doom for the German consumers, 
merchants, and exporters but which was welcome to the producers of 
steel and coal and called for rearmament and imperialism, to make up 
for the sacrifices it involved.’® In the same days the press reported that 


10 Heiden, p. 277. 

11 Flick Trial, Exhibit #679. Keppler’s version suggests the conclusion that Hitler’s own 
attempts in this field had not been too successful. 

12 Frankfurter Zeitung, January 8, 1932. Reinhardt was introduced to Hitler by Funk. So 
were O. C. Fischer, of the Deutsche Credit Gesellschaft, and sundry others (see footnote 8). 





228 George W. F. Hallgarten 


Hitler had gained the support of Ludwig Grauert, the secretary general 
of the important Federation of German Employers, Group Northwest 
(Ruhr), who determined the attitude of heavy industry in wage ques- 
tions. Grauert’s attitude caused Schlenker, the executive secretary of 
the northwest German steel industry and of the so-called “Long Name 
Federation” (Federation for Safeguarding the Business Interests of 
Rhineland and Westphalia), to follow suit.’* 

The big steel producers, during those days, clashed sharply with the 
steel-processing industry, since they no longer felt able to pay it the 
customary reimbursements for the price difference between the inter- 
national and the inland prices for steel, in the case of exported steel 
goods. As the German steel prices were 214 per cent above the inter- 
national level, this change in policy was a deadly blow to exporters. 
To maintain the domestic price level, heavy industry, facing sudden 
bankruptcy, started looking for public orders."* 

This general situation was the background for an event which Otto 
Dietrich later called decisive in the history of the movement: it was 
Hitler’s speech in the Industry Club in Diisseldorf on January 27, 1932. 
Initiator of this meeting was Fritz Thyssen, next to Kirdorf the most 
prominent of Hitler’s supporters in the ranks of the industrialists. A 
son of a stern and hard-working father who had founded one of the 
three largest privately owned industrial empires in the ‘Ruhr, Fritz 
Thyssen, suppressed, unsteady, and errant, was the problem child of 
the Reich Federation of heavy industry and the target of ire of his 
workers, who hated the feudal manners of this overbearing and pleas- 
ure-loving magnate.’® Several decades younger than Kirdorf, who 
always remained a Bismarck admirer, Thyssen admired the last Kaiser. 
He hoped that Hitler would help the industrialists to re-establish the 
Wilhelmian regime. This being so, Thyssen took a certain pride in 
presenting Hitler to the greatest assembly of industrialists the later 
Fuhrer had ever met. In his speech, Hitler as usual expressed his dis- 





13 Frankfurter Zeitung, January 19, 1932. The Funk statement (see footnote 8) confirms 
this fact. Through Grauert, the party received 100,000 reichsmarks for its Essen paper and 
the same amount for the spring election of 1932. The latter gift, made upon advice of Fritz 
Thyssen, was sharply attacked by E. Poensgen, as head of the Grauert organization. 
—Heinrichsbauer, p. 56. This forced Thyssen to refund the money. 

14 Frankfurter Zeitung, March 9 and June 22, 1932. 

15 The impression furnished by Thyssen’s memoirs, which in many points are self-revealing, 
was confirmed, to me, by an oral report about Thyssen I received from a former member 
of the Reich Federation of Heavy Industry. 
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satisfaction with the Treaty of Versailles and with the democratic 
system and declared it to be his general aim to rearm Germany and to 
take affirmative action in order to achieve German objectives in foreign 
affairs. He stated that “Germany’s power position .. . is . . . the con- 
dition for the improvement of the economic situation” and that “there 
can be no economic life unless behind this economic life there stands 
the determined political will of the nation absolutely ready to strike, 
and to strike hard.” ** Otto Dietrich says that in this speech Hitler 
succeeded in breaking through the reserve of the western German 
captains of industry,’’ and Thyssen expresses the view that the “speech 
made a deep impression on the assembled industrialists, and in conse- 
quence of this a number of large contributions flowed from the resources 
of heavy industry,” ** a statement which seems somewhat exaggerated. 

The day following the speech at the Industry Club, Ernst Poensgen 
and Albert Voegler met Hitler, Goering, and Roehm at Thyssen’s 
castle, Landsberg. The content of their conversation is unknown. 
Poensgen states, however, that Goering asked the industrialists whether 
they would allow Ludwig Grauert, Hitler’s newly won supporter, and 
head of the employers Organization Northwest, to become minister of 
labor in a Hitler cabinet.”® 

In the person of Albert Voegler, Kirdorf’s associate in the chairman- 
ship of the Gelsenkirchen board, chairman of the Federation of German 
Steel Miners, and director general of by far the biggest German steel 
combine, the United Steel Works (Vereinigte Stahlwerke), Hitler 
met, not for the first time, the man who next to Kirdorf was the most 
representative figure of the German steel industry of those days and 
whose experience even a Thyssen could not match. An ardent nation- 
alist and imperialist who in the First World War had headed the drive 
for the incorporation into the Reich of the French iron-ore basin of 
Briey and Longwy” and who later financed Dr. Stadtler, Voegler 


16 The speech was published in pamphlet form in German as Vortrag Adolf Hitler’s vor 
westdeutschen Wirtschaflern im Industrie Klub Duesseldorf am 27 January 1932. The complete 
text has been translated in Baynes, Hitler’s Speeches (London and New York, 1942), pp. 777 ff. 

17 See the entire chapter “Captain of Industry at the Cross Roads,” in Dietrich’s book 
(pp. 46 ff.). 

18 Thyssen, p. 101. In his later statements, Thyssen emphatically denied that the assembled 
industrialists attempted to finance Hitler, and so did competent witnesses at his denazification 
trial. Most probably, the contributions referred to by Thyssen in dictating the above passage to 
Reves were made privately by individual participants of the Diisseldorf meeting. 

19 Poensgen memoirs (quoted in Preliminary Memorandum Brief), p. 5. 

°0 The famous memorandum of the Federation of German Iron and Steel Industrialists and 
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supported the Nazis in the apparent hope of saving his combine from 
disaster by a policy of lowering wages, soliciting government orders, 
and sponsoring general rearmament. As already said, he was one of 
the two persons whom Hitler mentioned by name when urging Keppler 
late in 1931 to organize the Circle of Friends, the other man being Dr. 
Schacht, the close friend of Dr. von Stauss, of the Deutsche Bank und 
Diskontogesellschaft. What Hitler presumably did not yet know was 
the fact that Voegler’s industrial combine, the United Steel Works, 
was threatened by a disaster similar to the one which in the summer 
of that year had overpowered the German banks and had forced the 
Reich to intervene and take over some of their functions. 

Victims to a large extent of their own rationalization and price policy 
which created unemployment and prevented recovery, the Voeglers 
and Stausses expected to obtain salvation by endorsing a dictatorship 
that would spend for rearmament. In doing so, they inevitably 
provoked the ire and the bitter criticism of scores of other busi- 
nessmen and producers who were not “in” with the big concerns 
and resented the latters’ Nazism. This type of criticism later furnished 
one of the bases for the many misstatements and exaggerations by the 
defense in Nuremberg when it tried to prove that big business as a 
whole hated Hitler. In the weeks of January and February 1932 when 
Poensgen, Voegler, and the three top Nazis deliberated; Voegler, as 
will be shown presently, secretly notified the Reich bureaucracy, that 
the big steel combine he headed was facing disaster, unless supported 
by public means.” His statements were made jointly with a man who 
from being a comparatively unknown little industrialist had reached, 
in those days, a position of great influence in German heavy indus- 
try: Friedrich Flick whom the Nuremberg tribunal later sentenced 
to seven years in prison for having committed crimes against hu- 
manity. Like Voegler, Flick too, considered co-operation with the 
Nazis to be one of the many ways that might lead him out of the 
disaster that was threatening him and all his allies. Through the initia- 
tive of Walter Funk he in February 1932 had a first interview with 


of the Federation of German Iron Miners, submitted to the German high command in December 
1917, requesting the “Incorporation of the Franco-Lorrain Iron Ore Basin into the German 
Reich Territory” (printed as manuscript) is signed by Voegler, on behalf of the German iron 
miners. See also Hans W. Gatzke, Germany’s Drive to the West (Baltimore: The Johns 
Hopkins Press, 1950). 

21 See below, p. 233. 
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Hitler.” None of these steps, however, had immediate success. Hitler, as 
was his habit, submerged his visitor in a torrent of words which pre- 
vented Flick from saying what he wanted. Besides Hitler, during those 
days, was hardly able to make definite promises which would have saved 
the steel magnates from disaster. 

Having decided to run against old President von Hindenburg in the 
presidential elections, Hitler was not much less of a gambler than was 
a man like Flick. During the electoral campaign, he saw with dismay 
that the bulk of German industry still supported the German People’s 
party, the comparatively moderate group once headed by the late 
Stresemann, which joined the parties of the Weimar Coalition in ad- 
vocating Von Hindenburg’s candidacy. To Hitler’s anger, the opponents 
of his rule and advocates of co-operation with union labor still con- 
trolled the commanding positions of the German Republic and German 
industry. This basic situation did not change even after Reich President 
von Hindenburg, re-elected on April 10, 1932, in a hard fight at the 
polls against the self-styled Fihrer, turned his back on his voters, the 
Weimar parties and others, dismissed the Reich Chancellor, Dr. 
Bruening, and with the consent of Reichswehr and Nazis appointed 
a Junker-controlled cabinet, under Franz von Papen. While most of 
the measures envisaged by the new cabinet, such as the restriction of 
democratic liberties, the absorption of the jobless by public works and 
the suppression of the Weimar regime in Prussia corresponded to Nazi 
ideas, Hitler saw with mounting fury that the credit for this policy 
was going to men who were out to destroy him.”* 

The entire year 1932 is marked by a series of efforts to carry out his 
program without giving him personal power and to use his party as a 
policeman in the interest of others. Champions in this game were first 
Reich Chancellor von Papen and his Junker cabinet and, after Von 
Papen’s resignation in November, the Reichswehr leader, General Kurt 
von Schleicher. Since none of these men dared openly to violate the 
Constitution and, instead of governing without a parliament, resorted 
to the means of Reichstag dissolutions, the day of parliamentary reck- 
oning was going to come sooner or later. But Hitler’s unsuccessful 
running for Reich President, in the spring of that year, and the two 


22 Flick Trial, pp. 5051 and 6176. 

23 One of the best-informed sources for the history of this policy and of that entire time is 
the book by Otto Meissner: Staatssekretaer unter Ebert-Hindenburg-Hitler (Hamburg, 1950). 
See particularly, pp. 230 ff. 
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consecutive Reichstag dissolutions that followed, loaded down his 
party with heavy debts, in the amount of 70-90 million gold marks,” 
and made it highly improbable that, in the decisive moment, he would 
still be a political factor to reckon with. Recognizing the intentions of 
the Von Papen cabinet to wear him down and to make Junkers and 
heavy industry the sole masters of the Reich, Hitler during that entire 
eventful year was like a madman racing against time. There was but 
one element that could save him and his party: the reluctance of many 
Junkers and industrialists to face, without a protecting cover of brown- 
shirts, a Reichstag investigation into their personal affairs and into cer- 
tain deals that had taken place in the regimes of Breuning and Von 
Papen. Here lies the importance of the two causes célébres of that year: 
the Osthilfe scandal and the Gelsenkirchen case. The Osthilfe scandal 
referring to the paying by the Reich of unwarranted subsidies to many 
Junkers and landowners, under the pretext of giving relief to the 
German east, has been discussed frequently,”” but the importance of 
the Gelsenkirchen matter for both the history of Hitler’s relations with 
German industry and for the history of the Reich in general has only 
recently come to light through the Nuremberg trial records. 


Ill 


The Gelsenkirchen matter is the direct outcome of the desperate 
efforts made by Voegler and Flick to save their sinking ship from 
disaster. For Flick, this pressing situation almost meant the sudden 
end of an otherwise extremely successful career. Scion ‘of a family of 
small iron industrialists from the Siegerland where some of the best of 
Germany’s slender deposits of high-grade iron ore are found, Flick 
around 1915 had emerged as a minor power in the world of iron and 
steel, and soon was known as director of the Charlottenhiitte Ltd. 
which had no coal pits but owned ore mines, blast furnaces, converters, 
and rolling mills, and manufactured railway equipment.” In 1923 
Flick—a speculator with the know-how of an industrialist rather than 


24 Heiden, p. 303. 

25 For instance by Heiden, pp. 287 ff., and Meissner, pp. 222 ff. 

26 Flick Trial, p. 43, gives many important details about Flick’s former career and a good 
summary of the Gelsenkirchen transaction, which is more involved than can be shown here. 
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a producer proper—expanded into Upper Silesia but soon transferred 
his Silesian interests to Hugo Stinnes who gave him an interest in what 
later became the nucleus of that intended all-embracing steel merger, 
the United Steel Works, by handing him over a parcel of Rhein Elbe 
Union shares.” 

An eager student of Stinnes’ methods, Flick decided to outdo that 
great industrialist and speculator and to use these shares as a basis for 
gaining control of the United Steel Works and, thereby, of German 
heavy industry as a whole. In spite of his small beginnings and initial 
lack of capital he very nearly succeeded. With the help of large credits, 
borrowed in the name of the Charlottenhitte and with the assistance 
of his Rhein Elbe Union shares, he managed to gain control over the 
Rhein Elbe which in 1926 consolidated with one of its subcompanies, 
the old and respected Gelsenkirchen Mining Co., Ltd., and assumed 
the latter’s name. Repeating this technique of borrowing, in order to 
expand his rule, he several years later made Gelsenkirchen buy up the 
stock of the United Steel Works of which Gelsenkirchen had been 
a cofounder and minority stockholder. 

Had the great business depression of 1930 not interrupted his specu- 
lative sprint to power, Flick might have consolidated his position and 
replaced Fritz Thyssen as the dominant power in United Steel. But 
he was overextended by reason of his borrowings and by early 1932, 
United Steel was rickety, Gelsenkirchen stock was selling on the 
market at 22 per cent of its value, and Flick’s position was precarious. 
He decided to retrench and sell his Gelsenkirchen holdings. Shortly 
after the beginning of the new year Flick and Albert Voegler, the 
director general of United Steel and chairman of the board of both the 
Gelsenkirchen and of Flick’s Charlottenhiitte, approached the Reich 
and declared that Charlottenhiitte was facing bankruptcy unless saved 
by government intervention.”* The Reich, in this matter, was repre- 
sented by Herr Max von der Porten, the chief figure in all Reich-owned 
industries, and an old hand in “saving” bankrupt producers by bring- 
ing their plants under the tutelage of the Reich bureaucracy. In 
vain did Fritz Thyssen, the former master of United Steel, try to 


27 The Rhein Elbe Union, one of the two main bases of Stinnes’ fabulous might, comprised 
the three vertical trusts, Deutsch-Luxemburg, Bochumer Verein, and the Gelsenkirchen Mining 
Co., the enterprise made prominent by Emil Kirdorf. 

28 Frankfurter Zeitung, July 30, 1932. The Frankfurter Zeitung took special pride in probing 
into this matter relentlessly. The material it produced is most interesting, though the main 
features of the transaction remained hidden until recently. 
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prevent this development by offering to buy the Gelsenkirchen shares 
for a group-he headed. The discovery that his group was backed by the 
Amsterdam collaborator of the Mendelssohn bank, Mannheimer, who 
in this deal co-operated with the Luxemburg steel firm Arbed and with 
the French armament firm of Schneider-Creusot, was used by Flick 
and Voegler for increasing their pressure on the Reich to buy the 
shares.” Having ascertained that the Reich would meet his wishes, 
Flick, in a letter of March 18 which was later published, rejected 
Thyssen’s offer, as he contended, for patriotic reasons. Only a few days 
later, Gelsenkirchen shares started to rise—a sign that a preliminary 
agreement between Flick and the Reich had been reached. With the 
knowledge of Reich Chancellor Dr. Bruening and the Minister of 
Economics, Herman Warmboldt, Reich Finance Minister Dietrich, 
who concluded the deal, consented to pay Flick go per cent of the par 
value for the Gelsenkirchen shares, though their market value was 
only 22 per cent at the time. The transaction provided Flick with 
adequate funds to meet his obligations and re-establish himself as an 
independent steel magnate in central Germany. 

It was a most extraordinary case. Since Reich Chancellor Bruening, 
last leader of the Weimar Republic before the half-fascist and fascist 
cabinets that followed him, was a painfully correct official and devout 
Catholic, the German public hardly believed its ears when notified that 
the Bruening cabinet had supported the transactions of a foolhardy 
speculator by buying large blocks of shares from him, at over 300 
per cent above their market value. Flick later tried to explain this 
fantastic happening by pointing out that the Reich cabinet wanted to 
prevent him from selling out to the French. “The program was,” he 
emphasized, “to give the French an interest in the Ruhr coal and vice 
versa, give the Ruhr an interest in the French Minette, that is the ore 
in Lorraine.” *° If this were the full story of his intention it would in 
itself sound quite reasonable; still, nobody would be able to understand 
for what reason the cabinet intervened in this transaction, at the risk 
of tremendous public resistance and at such an exaggerated price. It 
was assumed from the outset, however, that the much-discussed matter 
had a special background, deeply hidden, and, it was believed, of still 
more dramatic nature than was the famous “Putilov case” of January 


29 Frankfurter Zeitung, July 30 and 31 and August 3, 1932. 
30 Flick testimony, Flick Trial, pp. 3198 ff. This version sounds less nationalist than the one he 


gave in his above-mentioned letter of 1932. 
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1914 which it otherwise resembled strongly." The proceedings of the 
Flick trial have now largely removed the veil that hid the affair. 
According to the concurring testimonies of three defendants, Flick 
himself, his cousin Conrad Kaletsch, and his right-hand man Otto 
Steinbrinck (a former naval hero who later broke with his employer), 
Flick in 1926 and later acted as a secret trustee for the Reich in a 
delicate matter. Upon the Reich’s request he acquired control of the 
combined Koenigs- and Laura Mining Company, the Bismarck Mining 
and other important firms in Upper Silesia, the much-debated German 
province most of which had been lost to Poland but which the Reich 
tried to keep under its influence.*” 

In order to camouflage this transaction from the Polish Government, 
the shares were held directly by a Swiss company and later by an 
American company established by the “Harriman Group.” ** The con- 
struction was exceedingly complicated but Flick, and through him the 
Reich, maintained their property rights. In 1929 Flick, desiring to 
concentrate his resources upon his main aims, sold his Silesian interests 
to the United Steel Works, which he was about to control via Gelsen- 
kirchen. The Reich still had about 80 per cent of these shares. In 1931 
and 1932 the credits required to support these enterprises were either 
given by the Reich or, at least, guaranteed by it. But the fact that the 
Reich practically owned these companies was not allowed to become 
known in Poland, since it violated the letter as well as the spirit of the 
Versailles Treaty and would have furnished the Poles an excellent pre- 
text for seizing this property, as in fact they later did. This being so, 
Flick, by threatening the Reich with selling his steel interests to the 
French, virtually committed an act of political blackmail. The Gelsen- 
kirchen affair was the first in a chain of similar politico-financial man- 
euvers which led, via the taking over by Flick of the Petchek brown-coal 


31 Early in 1914, the French armament firm Schneider-Creusot made the French public 
believe that the German firm of Krupp intended to buy the Russian Putilov works which, 
being the main armament plant of Tsarist Russia who was France’s ally, had been allowed to 
share many French industrial secrets, and which had been under Schneider’s control. The story 
was later proved to have been planted, in order to urge the French state to subsidize Schneider. 
See Francis Delaisi, L’ Affaire Poutiloff (Paris, 1914), and George W. F. Hallgarten, Imperial- 
ismus vor 1914 (Munich, 1951), II, 356 ff. 

32 Flick’s testimony, Flick Trial, pp. 3164 ff.; Conrad Kaletsch’s testimony, pp. 7502 ff.; 
Steinbrinck’s testimony, pp. 5082 ff. 

33 [bid. The Preliminary Memorandum Brief contains the copy of the contract between the 
Flick group and the Harriman group (“Die Gruppe Harriman’), signed by Irving Rossi, 
February 15, 1929. 
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empire at the time of the Nazis’ seizure of Prague, to his ousting, after 
Hitler's march into France, of the French industrialist Théodore 
Laurent from the Rombas steel works and which ended in his being 
sent to prison by the Nuremberg court. 

Still the news of the transaction when it broke caused such a stir 
that Flick and his friends were met with a crisis which was almost 
worse than the one from which they had just escaped. There was an 
uproar in the Reichstag, and demands for clarification of the deal 
were raised on all sides. While the critics spoke of corruption and re- 
quested public investigation, most industrialists, with the exception 
of the few that shared in the deal, showed consternation and bewilder- 
ment, and feared the approach of general socialization.** The west 
German papers immediately demanded that the shares be brought back 
into private hands.** Voicing the general excitement, Paul Reusch, the 
chief executive of the Haniel business interests, requested publicly 
that the principle of free economy be defended at any price, and that 
the Reich, instead of fostering a kind of state capitalism, should with- 
draw from its controlling position in the Gelsenkirchen. Reusch’s state- 
ment was publicly endorsed by Fritz Springorum, the representative 
of the Hoesch interests, on behalf of the industrial “Long Name Federa- 





tion” ** of which he was chairman. Early in July, the inner circle of the 
Ruhr magnates, known as the “Ruhrlade,” attempted to repurchase the 
shares from the Reich but was too much burdened with debts to suc- 
ceed.*” 

To protect himself against these attacks, especially from the outraged 
leftist parties, the disturbed Flick spent liberally from the ample supply 
of money he had just received from the Reich.** That the Bruening 


34 Frankfurter Zeitung, July 28, 1932. The preliminary agreement, concluded in March, was 
replaced, May 31-June 1, by a final agreement between Flick and the Reich. The double date 
symbolizes the fact that both the outgoing Bruening government which had initiated and 
concluded the deal and the incoming Von Papen cabinet approved of it. According to 
testimony in the Flick trial (p. 3630) the Reich, through the bank of Hardy, paid a flat sum 
of 25 million reichsmarks, and took over 65 million reichsmark debts of the Flick group, 26.2 
of which were contracted in the name of the Gelsenkirchen. Flick immediately used the money 
he received for acquiring the firm of Rheinisch Brown Coal which was controlled by Gelsen- 
kirchen. He thus initiated the dismemberment of Gelsenkirchen which was later completed 
under Hitler and which deprived the Reich of the fruit of the transaction, though it did not 
fare too badly, because of the international boom. 

35 Frankfurter Zeitung, July 6 and July 23, 1932. 

36 See above, p. 228. 

37 Frankfurter Zeitung, July 28, 1932. 

38 Flick’s testimony, Flick Trial, pp. 3171 ff.; Steinbrinck’s testimony, pp. 3644 ff. 
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Cabinet which concluded the deal received 450,000 reichsmarks of this 
money *” for the Hindenburg re-election fund, shows how far things 
had gone. Unable to hold their own in the big depression, the big 
concerns and their ally, the Reich bureaucracy, saved their economical 
and political existence by helping themselves to the taxpayers’ money. 
After Bruening’s resignation at the end of May, Flick supported the 
Von Papen cabinet, since he believed, as did most producers, that Von 
Papen would tame the Nazis, and would allow Junkers and business 
to govern the Reich unrestrictedly.*° In view of the fact, however, that 
Von Papen controlled only a small minority in the Reichstag, neither 
Flick nor the other steel producers involved in the deal could hope to 
stave off the leftist onslaught unless they had some Nazi support. 

The Nazis were not slow in recognizing the opportunity thus offered 
to them. Using a tactical weapon taken from the political arsenal of 
democracy, they in June sent Hermann Goering to Flick, as a member 
of the Reichstag performing the duty of investigating the Gelsenkirchen 
deal.** The choice of their messenger, from the viewpoint of their 
interests, was fortunate. Goering, the worshiper and copyist of the 
wealthy and the noble born, fat, jovial, not lacking humor and 
equipped with a keen intellect, was exactly the right person to grant 
Nazi protection to Thyssen, Kirdorf, and Flick. While Flick had been 
repelled by the personality of Hitler, he and Goering appear to have 
agreed from the very start.” 


39 Flick’s testimony, Flick Trial, pp. 3609 ff. 

40 In making one of his contributions to the Von Papen election fund, in November 1932, 
Flick wrote to Hugenberg: “I am giving you this money so that in the coming elections the 
bourgeoisie can consolidate itself against National Socialists and prevent the National Socialist 
movement from taking a radical turn sooner or later” (Flick Trial, p. 3171). That the bulk of 
the heavy industry, with the exception of the United Steel group, backed Von Papen is shown by 
the testimony of Ludwig Grauert, the Nazi-connected representative of the employer organization 
in the Ruhr, who says he was severely criticized by this organization for having spent 100,000 
reichsmarks for Nazi election purposes, since heavy industry, led by the Ruhrlade, had decided 
that no funds were to be given to the N.S.D.A.P., but only to the Von Papen cabinet. (This 
testimony, given in a hearing on S.S. organizations in Nuremberg, July 1, 1946, is quoted in 
Preliminary Memorandum Brief, p. 11; above, bibliographical footnote, p. 220). 

41 Steinbrinck’s testimony, Flick Trial, p. 5069; Flick’s testimony, p. 3185. The date of the 
Goering-Flick conversations in the Gelsenkirchen matter which Steinbrinck says took place in 
“May or June,” must have been June, since this was the month when the affair broke. The 
fact that the conversations lasted several days and that not only Goering (as the public 
testimony of the defendants shows) but also Hitler approved of the deal is mentioned in the 
opening statement of the Prosecution (Flick Trial, p. 52) on the basis of affidavits given by 
the defendants. 

42 A good summary of the relations between Flick and Goering is contained in a Brief of 
the Prosecution on Defense Claims of Coercion, dated November 29, 1947, pp. 15 ff., to which 
I was given access. 





238 George W. F. Hallgarten 


After several days of discussions, both Goering and Hitler approved 
of the Gelsenkirchen transaction. According to Flick, one of the Nazis’ 
main reasons for doing so was the great interest they took in the person 
and the work of Emil Kirdorf,** the founding father of the company, 
who at the time of the transaction was still one of the two chairmen of 
its board of trustees, the other being Albert Voegler, the director general 
of United Steel and chairman of the board of Flick’s Charlottenhiitte. 
The Nazis’ interest in Kirdorf and his friends was, of course, not purely 
sentimental. In granting protection to the leading German steel com- 
bine the Nazis could count on financial and political rewards. From the 
very moment when Gelsenkirchen was taken over by the Reich, the 
leading men of United Steel were more interested than ever before in 
securing the seizure of power by a party that would prevent the Reich’s 
control of these shares from being used in a socialist sense, and which, 
by the general political line it followed would grant the big steel cartel 
economic recovery. While neither Voegler nor Kirdorf nor even 
Thyssen, who had different plans, seemed to have disapproved of a 
transaction which saved the entire combine from bankruptcy, all of 
them had good reasons to wish that the Reich control of the steel in- 
dustry it involved be terminated as soon as possible. Even Flick, while 
he had sold Gelsenkirchen, as the holding company of the combine, 
still retained sufficient interest in sections of it, such as United Steel, 
to join Voegler, Kirdorf, and Thyssen in this general line of policy. 
Thus, the ties between the leading sector of the steel industry and the 
Nazis, in the summer of 1932, became still stronger than before.** 

After the Gelsenkirchen deal and the Osthilfe scandal that parallels 
it, Hitler had precious trump cards in his hands, in spite of all efforts 
of the Von Papen-Von Schleicher cabinet to use him while keeping him 
out of power, and in spite of the many political disappointments he 





43 Flick’s testimony, Flick Trial, pp. 3200 f. 

44 Flick’s right-hand man Otto Steinbrinck, in his testimony in the Flick Trial, p. 5078, 
stated this fact explicitly. Pointing out that, around that time, he was in close contact with 
Keppler and Kranefuss, who advised Hitler in economic questions, he continued: “In 1932, at 
the end of 1932, and in the beginning of 1933 we were faced with a few very important 
transactions: the sale of the majority of the Rheinish Soft Coal and the exchange for Harpener 
shares, the concentration of the Vereinigte Stahlwerke and the remaining solution and dissolution 
of all Vereinigte Stahl. All these transactions seemed only possible if we could make sure that 
on the part of the economical political party agency, ie., of Keppler, who at the same time 
was the economic’ adviser to the Fuehrer, no difficulties arose.” 

That this co-operation did not exclude the continuation of existing differences between 
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suffered during that year. All he needed to do was to convince both 
Junkers and captains of industry, that he was better than his reputation, 
and willing to serve their interests. “I thought at that time,” relates 
Fritz Thyssen, “that Hitler’s taking office as chancellor was merely a 
transitional stage leading to the reintroduction of the German mon- 
archy. In September 1932 I invited a number of gentlemen to my house 
in order to put their questions to Hitler. Hitler answered all questions 
put to him to the utmost satisfaction of all present. On that occasion he 
said in distinct and unambiguous tones that he was merely the pace- 
maker of the monarchy.” Kirdorf and Voegler, Thyssen continues, were 
present at this meeting, and Hitler’s monarchist attitude of those days 
brought his party a large following among industrial leaders. “I also 
wish to recall,” Thyssen terminates this passage, “that in the Fall of 
1932, Goering paid a whole week’s visit to ex-Kaiser Wilhelm II at 
Doorn.” *° The fact that Hitler and Goering were, in addition, invited 
to dine with the German ex-crown prince confirmed the industrialists’ 
opinions about his final aims. 


IV 


The interest the United Steel group took in his cause enabled Hitler 
to overcome the party crisis of the fall of 1932, when the Nazis almost 
succumbed to the Von Papen policy of exhausting them by a series of 
expensive election campaigns. The party crisis even increased the aid 
the Nazis received from the steel group, since it coincided with a de- 
velopment that made them indispensable to the steel men. Down to 


the Nazi supporters among the businessmen and the bulk of the party is shown by the inner 
discussions in the newly established Circle of Friends which took place simultaneously 
(Keppler’s affidavit, exhibit 679 of the Flick Trial record; see further, Flick Trial, pp. 4426 ff. 
[testimony of banker Curt von Schroeder] and pp. 5076 ff. [Steinbrinck’s testimony] as well 
as interrogations of Schroeder, reproduced in Preliminary Memorandum Brief, mentioned 
in the introductory footnote). The assembled businessmen haughtily ridiculed the average Nazis’ 
“half-baked” socialist ideas, defended the business ethics of the German monopolies, and 
voiced protest against the kind of controlled economy later attempted by Hitler and his henchmen. 
Their attitude later enabled Himmler to wean the Circle away from Hitler and to bring it 
under his personal control. If the Circle had any political importance, it lay more in the activity 
of some of its members, such as Von Schroeder, than in its work as a group. 
45 Thyssen, p. 110. 
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November most producers, including even many of those who hoped 
for Nazi support, endorsed the cabinet of Von Papen who represented 
both Junkers and industrialists, and who tried to use the Nazis merely 
as a Frankenstein, in order to terrify the leftists in the Reichstag, 
Fortunately for the Nazis, the chancellor, since the fall of 1932, no 
longer had the support of the Reichswehr minister, General von 
Schleicher, whose intrigues early in the spring, had brought his cabinet 
into power. In November, Von Papen resigned and Von Schleicher 
took over the chancellorship. Unlike Von Papen, the general was more 
concerned with finding a mass basis for the increase of the army than 
with maintaining shaky class privileges.** With grave anxiety Junkers 
and heavy industry witnessed the efforts made by Von Schleicher to 
come to an understanding with union labor and with the left wing of 
the Nazis, and to draft an antidepression program which in every 
respect contradicted their wishes. While both Von Papen and Von 
Schleicher were agreed that the depression should be fought by public 
spending and an armament program, the general, distrustful of the 
military ambitions of leading Nazis, would have been happy if granted 
the backing of the Socialists in the Reichstag.** This outcome would 
have deprived both Junkers and industry of the profits they hoped to 
reap from militarization, not to mention the danger many of them 
incurred by a Reichstag investigation of the Osthilfe matter or by a 
socialization of heavy industry based upon the Reich’s ownership of 
the Gelsenkirchen shares. Thus Hitler, in the very last moment, when 
his party, weakened by three big election campaigns within eight 
months, was facing both bankruptcy and a catastrophic loss of votes, 
obtained the long-expected chance of presenting himself as the savior 
of society. He even was saved from financial distress by the very same 
circles that he was expected to save politically. 

Still, heavy industry was far from giving the Nazis its unanimous 
and unqualified support. The independent producers, while deeply 
concerned over the Von Schleicher trend, feared the economic dictator- 
ship of the men around United Steel much too strongly to fall in with 


46 One of the best sources of information on the policy of General von Schleicher is still 
the book by Kurt Caro and Walter Ochme, Schleicher’s Aufstieg (Berlin, 1932). See also Hans 
R. Berendorff, General Zwischen Ost und West (Hamburg, 1951). 

47 According to press reports and diaries of that time, the German Sozialdemokratie, led by 
the trade unions since the Reichstag dissolution of September 1932, openly prepared for 
remilitarization by supporting institutions such as the Reichsamt fiir Jugendertiichtigung, and 
was ready for Von Schleicher’s offers. 
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their political wishes. Walter Funk’s trip through the Ruhr late in 1932 
to collect money for the party, became a dismal failure, the only major 
contribution being an amount of 20 to 30,000 reichsmarks given to him 
by Steinbrinck for Flick.** Hardly more lucky than Funk in his efforts 
to help the Nazis was Otto Prince zu Salm-Horstmar, one of the old 
wirepullers of German economic imperialism * who in the middle of 
October urged Gustav Krupp to sign an appeal—as it appears in favor 
of Nazi admission to the government—which had been decided on the 
day before by a small committee.*® After the November elections in 
which the Nazi vote sank to 33.1 per cent of the total votes as compared 
to 37.4 per cent in the elections of July 31, Curt von Schroeder, banker 
of the United Steel group, Albert Voegler, United Steel director, and 
Dr. Hjalmar Schacht approached the leading industrial circles with the 
request to sign a petition in which President von Hindenburg was 
urged to make Hitler chancellor.” The response they found outside the 
circle of the United Steel group was not encouraging. Paul Reusch and 
Fritz Springorum of the Hoesch steel group informed Voegler that 
they agreed with the petition but did not desire to add their signatures.” 
The same answer was given by the directors Kiep and Cuno, of the 
Hamburg-American Steamship Line.” Dr. Schacht’s report to Hitler 
on the progress of the campaign was couched in most careful terms. 
“Permit me to congratulate you on the firm stand you took,” he wrote 
immediately after the elections. “I have no doubt that the present de- 
velopment of things can only lead to your becoming chancellor. It 
seems as if our attempt to collect a number of signatures from business 
circles for this purpose was not altogether in vain, although I believe 


48 Steinbrinck’s testimony, Flick Trial, p. 5056. 

49 Extract of letter from Salm-Horstmar to Krupp, October 12, 1932, reproduced in Preliminary 
Memorandum Brief, p. 31. The author of the letter, a former president of the Flottenvereiri 
(Navy league) of the Kaiser period, is known from a now rather famous letter, first published 
in the appendix of the late Eckart Kehr’s brilliant study, Schlachtflottenbau und Partetpolitik 
(Berlin, 1930), in which Salm asked the Imperial Government to speed up the building of the 
imperial fleet, a policy which would have a beneficial influence on the situation of the stock 
exchange which is pictured as suffering from a depression. (It was the slump of 1901.) 

50 Gustav Krupp replied by a letter of October 12 (quoted at the same place) that “‘it really 
is impossible for me for a number of reasons to sign the appeal.” 

51 The draft of the circular letter to Hindenburg, found in Schroeder’s files, was stibmitted 
to the International Military Tribunal in Nuremberg in the case against Goering and others, 
and was marked exhibit #837. 

52 Letter from Voegler to Schroeder, November 21, 1932, quoted in Preliminary Memo- 
randum Brief, p. 30. 4 

53 Letter from Keppler to Schroeder, November 13, 1932, ibid. 
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that heavy industry will hardly participate, for it rightfully bears its 
name ‘heavy industry’ on account of its indecisiveness.” ** 

The Goebbels diaries of those weeks show most clearly how both the 
morale and the financial situation of the party, under these conditions, 
sank to an unheard-of low, and how the party was threatened with a 
split.” Fortunately for Hitler, the moderate wing of big business which 
backed Von Papen was hardly less interested in preventing a complete 
downfall of the party than were the Nazi enthusiasts around the United 
Steel works. Threatened with the Von Schleicher solution which 
involved a likely blow to both Junkers and big business as a whole, the 
Von Papen group, centered in the Herrenklub circle, was prepared to 
listen to compromise proposals made by its nazified colleagues. This is 
the background for the famous meeting between Von Papen and 
Hitler of January 4, 1933, in the house of the Cologne banker, Curt von 
Schroeder, the business associate and confidant of Voegler, Kirdorf, 
Thyssen, and Flick. “The general aim of the industrialists at that time,” 
Von Schroeder later told allied interrogators who questioned him about 
his arranging this meeting, “was to see a strong leader come to power 
in Germany who could form a government which would long remain 
in power. When on the 6th of November 1932, the NSDAP suffered its 
first set-back and had thus passed its peak-point, the support of German 
heavy industry became a matter of particular urgency.” ** 

About his personal interest in bringing about a political turn which 
would help to make United Steel a going concern and prevent the 
socialization of the German steel industry, Von Schroeder in his various 
testimonies did not talk. The general picture, however, is obvious 
enough. Immediately after the Hitler-Von Papen meeting, which before 
the end of the month resulted in Von Hindenburg’s appointing Hitler 
as Reich Chancellor, with Von Papen as vice-chancellor, a consortium 
of industrialists, headed by Voegler and Springorum and including 
many members of the Circle of Friends, gave Von Schroeder’s bank, 
J. H. Stein, one million reichsmarks for distribution among the S.S. 


54 Schacht to Hitler, November 12, 1932 (exhibit #773 of the International Military 
Tribunal). 

55 A very good account of the desperate situation of the party during these weeks, bared in 
Goebbels’ diaries and other sources, is given by Heiden, p. 305. Still, Heiden when he wrote 
his book could not yet see the economic problems involved in the way we sec them now, 
on the basis of documentary evidence. 

56 Military Tribunal, case #110, The United States of America against Alfred Krupp et al., 
(Nuremberg, 1947), p. 690, testimony of Curt von Schroeder. Von Schroeder was a key 
witness in a number of war-crimes trials. 
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The consortium also saw to it, that the Nazi party’s most urgent election 
debts were paid.” Thyssen, to be sure, remained uninformed about the 
Cologne meeting™ but he had good reason to be happy about its 
outcome. To open his pro-Nazi activity Hermann Goering at that 
time called him up and told him that the communists planned his 
assassination.” For German industry as a whole, the meeting of Cologne 
had far-reaching consequences which even outweighed the settling of 
the Gelsenkirchen matter as such. 

Hitler’s final rise to power became equivalent in the industrial field, 
to a victory of the steel producers and coal miners—Thyssen, Voegler, 
the Tengelmanns, Springorum, Knepper, Buskuehl—and of their allies 
in the insurance business and in the chemical industry such as Keller- 
mann, Von Schnitzler, and Gattineau™ over the representatives of the 
big independent family enterprises, such as Krupp, Peter Kloeckner, 
Paul Reusch, of the Haniel-controlled Gute Hoffnungshiitte, Hugo 
Stinnes, Jr., and Carl Friedrich von Siemens, the head of the famous 
Siemens electrical frm. It would appear that the old industrial families 
of the Ruhr feared Hitler’s budding totalitarianism much more strongly 
than did the directors of the anonymous companies who live on big 
salaries, instead of on individual profits.” The house of Krupp, which 


57 The above presentation combines the statement of Heiden (p. 314) that the drive to 
save the Nazis financially was headed by Voegler and Springorum, and aimed at the paying 
of election debts with the statement made in a Von Schroeder affidavit in the Flick Trial 
(exhibit #680) that the Circle of Friends gave the S.S. one million reichsmarks. See further 
the account of the Cologne meeting in Nazi Conspiracy and Aggression, Il, 922 ff. Von Papen’s 
own version of the conference with Hitler is given in his interrogation by a United States 
investigator, ibid., pp. 1453 ff. 

58 Thyssen, p. 109, states that, being looked at askance by Nazi radicals such as Rudolf 
Hess, he remained uninformed about the Cologne meeting. He adds that Goering, who might 
have notified him about the event, was not in the plot. 

59 Thyssen, pp. 35 f. 

60 Economically, the Gelsenkirchen matter was settled under Hitler, in accordance with the 
expectations of heavy industry, by the simple device of dissolving the Gelsenkirchen Company 
which the Reich had bought so expensively. This freed United Steel from Reich control. 
Details about this complicated transaction which was preceded by “lengthy negotiations between 
the companies in question, American creditors, and German ministries” are given in the 
Frankfurter Zeitung, October 27 and 28, 1933. 

61 See Funk’s Statement in Nazi Conspiracy and Aggression, Suppl. A, pp. 1194 ff. Of the 
above listed men, Gustav Knepper was on the boards of United Steel, of the Gelsenkirchen, and 
of several Flick firms; Ernst Buskuehl was director of the Mannesmann tube factories; the 
three Tengelmanns formed the directorate of the Gelsenkirchen; while Otto Kellermann 
represented the Nordstern Insurance Co. Gattineau and Von Schnitzler maintained liaison 
between the Nazis and I-G Farben. The other men mentioned by Funk have been referred to 
before. 

62 The names of the non-Hitlerian industrialists are given in the statement by Funk, quoted 
in footnote 61. Siemens is mentioned by Heiden, p. 312. One of the greatest enemies of Hitler 
among the steel producers was the Catholic Otto Wolff who had a Jewish business partner, 
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handled its workers in the way of a benevolent despot, felt it could 
dispense with the help of a “savior” like Hitler, the more so since the 
Nazi party was permeated with radicals whom Gustav Krupp von 
Bohlen, the head of the firm, thoroughly despised. Krupp von Bohlen’s 
intrigues against the Nazis, before Hitler came to power, did not 
prevent him, though, from turning into an ardent super-Nazi once the 
die had been cast in favor of the brownshirts. Being the head of a 
firm that depended on good connections with the state, he tried to make 
Hitler forget the past.** 

The tactical weakness of the non-Hitlerian wing of German industry 
in the race for power sealed the fate of the co-operation between labor 
unions and industry, though even the Nazi sympathizers had misgivings 
about this issue. One can readily accept Von Papen’s statement that he 
still tried to trick Hitler, as he had done previously, and to prevent a 
complete reversal of the whole political line.©’ Being unwilling, how- 
ever, to tolerate a further weakening of the Nazis by a new dissolution 
of the Reichstag previous to their seizing power, Von Papen and 
Hugenberg, Junkers and heavy industry, were forced to swallow Hitler 
hook, line, and sinker, even if the tackle showed still the Reich’s old 
imperial colors black-white-red, while the swastika during those weeks 
was kept concealed. 

As commander of a kind of private army, Hitler, as soon as he 
had seized power, had no trouble in checking the plans of his would-be 
tutors, both Junkers and industrialists, and in frustrating all hopes that 
he would allow the producers to stay masters in their own houses. 
Hitler’s famous meeting with the industrialists in Berlin on February 
20, 1933, twelve days before the ill-famed election which he used for 
stabilizing his power, marked the end of the half-hearted efforts of 
some producers to escape the threat of totalitarianism. Before a gather- 
ing of the most prominent German industrialists and bankers, com- 
prising Schacht, Albert Voegler, Friedrich Flick, Krupp von Bohlen, 
Georg von Schnitzler, Carl Bosch, and more than a dozen others, Hitler 
announced it to be his aim to seize totalitarian control over the Reich, 


Othmar Strauss. (Some information on Wolff is contained in Flick’s testimony in the Flick 
Trial, pp. 5050 ff.) The non-Hitlerian group was joined by the bulk of the chemical industry 
which enjoyed a monopoly on the world’s markets and which, being more depression proof 
than the steel men, played a waiting game.—R. R. Sasuly, J-G (New York, 1947), p. 66; 
Heiden, p. 312. 

63 Thyssen, pp. 106 ff. 

64 Thyssen, pp. 106 ff. 

65 Von Papen’s interrogation, Nazi Conspiracy and Aggression, Supplement B, pp. 1459 ff. 
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to destroy the parliamentary system, to crush all opposition by force, 
and to restore the power of the Wehrmacht. After he left, Dr. Schacht 
proposed to the meeting the raising of an election fund of three million 
reichsmarks. The money was given.” Von Schnitzler talked about the 
matter with Bosch, a southwest German liberal, known for being an 
opponent of the Nazis. Bosch did not make any remark but just 
shrugged his shoulders.” It was the end of whatever feeble opposition 
to Hitler had existed in certain industrialists’ ranks. 


Vv 


Summing up, one might say that the big concerns which supported 
Hitler’s rise to power consisted mainly of those groups which—more 
or less thanks to their own doing—had been hardest hit by the depres- 
sion, and thus hoped for the coming of a “savior.” Among these groups 
the big banks, some of which had collapsed in 1931, were conspicuous, 
since all of them faced the threat of socialization. In the Circle of 
Friends and other Nazi agencies, this group was represented by men 
like Friedrich Reinhardt, Emil Meyer, Emil von Stauss and, as their 
agent, Hjalmar Schacht. The other group, leading in industry, consisted 
of the United Steel Works circle which has been dealt with here at 
length. The rest of the big industrial concerns, while welcoming Hitler 
as an ally against labor, would have preferred to see him being used 
as a mere tool in the hands of a cabinet controlled by industry and 
Junkers. Even such ardent Hitler supporters as Thyssen would doubt- 
less have been happier if Hitler, in the long run, had helped them to 
re-erect the monarchy instead of playing Kaiser himself. When this 
proved not to be feasible, however, they supported Hitler as the lesser 
of two evils, eager to make the best of his coming to power, both 
politically and economically. In this respect, all documentory sources 
concur, though many gaps remain to be filled, since the Nuremberg 


66 Preliminary Memorandum Brief, pp. 36 ff., quotes several sources about the amount given 
by the industrialists. According to a statement made by Funk, dated June 28, 1945, which is 
among these sources, the total contributions amounted to 7 million reichsmarks. The figure of 
3 million, given in the text, was furnished by Schacht. 

87 Sasuly, p. 106. According to testimony produced in the trial against I-G Farben (docu- 
ment books Schmitz I and II) Bosch’s despair about the fact that Hitler was using his inven- 
tions for war purposes became an obsession with him, which caused him to take to drinking 
and isolated him socially. 
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trial records which are our best available source of material were 
assembled for juridical rather than for historical needs. 

While Hitler was strongly assisted by the industrialists’ funds, one 
cannot say that industry “made” his movement. A movement of such 
enormous size as his which in 1932 controlled 230 seats in the Reichstag, 
is not made by any individual or group. It might be more correct to 
state that heavy industry by its very existence and social nature caused 
the movement, or, at least, helped to cause it and once it was given 
birth tried to use it for the industrialists’ purposes. Mechanization and 
economic concentration, maintenance of monopoly prices and monopoly 
agreements, with the resulting pressure on small competitors, were 
the fertile ground on which mass fascism grew. In the period of Locarno 
and the following years this development was still counterbalanced by 
boom and employment. But in the depression years after 1929 it became 
suddenly apparent that the German middle class, in the postwar infla- 
tion, had lost the remnants of its economic independence. In Germany, 
the nation of military Prussia, the declining middle class was too 
strongly inspired by military and aristocratic ideologies to turn socialist 
or New Deal or to attack the existing society, with its unsound and 
obsolete agrarian structure, and its expansion-minded concerns. On 
the other hand, neither was it conservative. Deeply mistrusting the 
men in control of the command positions of German economy, it 
turned desperado and strengthened the power of a leader half a 
vagabond and half a policeman, half a slave and half a ruler, who, in 
the manner of a condottiere, offered the ruling classes “protection” 
against criminal punishment and labor troubles and, by a mixture of 
threats and blackmail, made himself master over both wealthy and 
poor. 





Grorce W. F. Haticarten, Washington, D.C. 





Some Classical Economists, Laissez Faire, 
and the Factory Acts 


NTIL very recently scholars have been able to solve certain prob- 

lems of historical interpretation to their own and presumably to 
their reader’s satisfaction by merely uttering the magic words, “laissez 
faire.” Thus, much of what was done and most of what was not done, 
some of what was good and practically all of what was evil in nine- 
teenth-century England and America have been accounted for by a 
facile reference to laissez faire. During the past few years, however, 
several studies have cast much doubt on the validity of this catchall 
interpretation.’ Laissez faire, it seems now, is a principle more easily 
imposed upon nineteenth-century data than found there; and in succes- 
-sive investigations supposed instances of this principle have dropped 
away one by one. 

It is the attitude of English classical economists toward laissez faire 
and particularly their attitude as expressed in the course of the factory- 
reform controversy that is of basic concern in this article.” That these 
economists had an attitude toward factory-reform legislation has been 
generally assumed, though few have examined the matter critically; 
and that attitude, of course, was supposedly one of unrestrained hostility 
to every reform proposal. Arnold Toynbee set the theme here with the 
charge that Ricardo “supported the opposition of the manufacturers to 
the Factory Acts,” an opposition which was “supported in the name 
and on the then accepted principles of economic science.” * R. W. Cooke 
Taylor, the first real historian of the factory movement, took up the 


1]. Bartlet Brebner lists several such studies undertaken at the suggestion of the Committee 
on Research in Economic History.—“Laissez Faire and State Intervention in Nineteenth-Century 
Britain,’ THe Tasks oF Economic History (Supplemental issue of THE JouRNAL oF Economic 
Hisrory), VIII (1948), 59. Several of these studies have now been expanded into books. 

2 Unfortunately K. O. Walker’s study of this hardly went beyond 1833; consequently 
most of the pertinent data is still unrevealed.—‘‘The Classical Economists and the Factory 
Acts,” THE JouRNAL oF Economic History, I (November 1941), 168-77. The study of 
C. C. Linnenberg, Jr., is traditional and inconclusive in its treatment of the economists’ attitude 
toward the factory acts——‘‘The Laissez-Faire State in Relation to the National Economy,” 
The Southwestern Social Science Quarterly, XXIV (December 1943), 235-36. 

3 Lectures on the Industrial Revolution of the Eighteenth Century in England (new ed.; 
London: Longmans, Green & Co., 1908), p. 113. Neither the writer nor K. O. Walker (“The 
Classical Economists etc.,” 173) has been able to find any confirmation for this undocumented 
statement in Toynbee. 
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theme with a chapter-long diatribe about “The Economists.” To him, 
political economy was directed against all positive action to remedy 
intolerable factory conditions, and so great was its influence on men 
otherwise of good conscience that they looked at these factory condi- 
tions impassively and convinced that nothing could be done, that 
nothing should be tried.* In his masterful synthesis of English economic 
history, W. Cunningham gave definitive power to the theme. The final 
part of his work, significantly entitled Laissez Faire, speaks of factory 
reform as something “gained in the face of strong opposition” from “the 
economic experts of the day” who, under the leadership of Nassau 
Senior, saw havoc and ruin approaching with the ten-hours bill.’ 
B. L. Hutchins and A. Harrison added their treble voices to what was 
now becoming a mighty chorus and set political economists, “pro- 
pounding their theories of the advantages of laissez-faire and freedom 
of contract between employers and employed,” against those who were 
at once more sensitive and more realistic and who came “face to face 
with industrial conditions.” ° 

Direct and conclusive evidence to support these statements is never 
indicated, unless it be Nassau Senior’s infamous “last hour” thesis; and 
one suspects that such evidence was never felt necessary. In the writings 
of these historians the economists have been dehumanized. They have 
lost their status as persons, have stopped acting like persons, are no 
longer subject to the criteria applicable to persons. Instead they become 
concepts on legs and act in accordance with a compelling and wholly 
impersonal logic—the logic of laissez faire—which relieves the historian 
of the obligation to look to the data. 


II 


In 1833 John Stuart Mill was still corresponding with Thomas 
Carlyle. One subject came up at that time that clarifies to some extent 
the use and the limitations on the use of laissez faire by a man who was 
to become an economist of immense stature later in the century. Ap- 
parently Carlyle had mentioned Harriet Martineau and her preaching 


4 The Modern Factory System (London: Kegan Paul, Trench, Triibner & Co., Ltd., 1891), 
pp. 228-70. 

5 The Growth of English Industry and Commerce (6th ed.; Cambridge: The University 
Press, 1929), II, pt. II, 789. 

6 4 History of Factory Legislation (2d ed.; London: P. S. King & Son, 1911), pp. 49-50- 
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of laissez faire. “Your criticism on Miss Martineau is, I think, just,” 
wrote Mill; “she reduces the /aissez faire system to absurdity as far as 
the principle goes, by merely carrying it out to all its consequences. 
In the meantime that principle, like other negative ones, has work to 
do yet, work namely of a destroying kind, and I am glad to think it 
has strength left to finish that, after which it must soon expire; peace 
be with its ashes when it does expire, for I doubt much if it will reach 
the resurrection.” ‘ With this and at this early date Mill rejected any 
blanket commitment to laissez faire as universally valid policy, some- 
thing usually overlooked by those who would impose laissez faire on 
all economists of this period. Laissez faire might have a logic, but it was 
not to be permitted to carry that logic to its ultimate. Rather it was 
relegated to an instrumental role. One is reminded of C. E. Ayres’ 
characterization of laissez faire or natural liberty in Adam Smith 
as an “instrument of criticism and reconstruction.” * The description 
would be almost as apt if applied to John Stuart Mill or to any of the 
economists who were involved, if only remotely, in the factory-reform 
movement. 

Unfortunately John Stuart Mill, at this time deep in a spiritual 
crisis, was “sick of politics’ ® and played no part in the factory con- 
troversy that was putting supposed laissez-faire convictions to the test. 
There were other economists, however, who did—men whose prestige 
as economists was much greater than that of Mill, at least until 1848, 
when the first edition of his Principles was published. One of these 
was Colonel Robert Torrens. Little reference is seen these days to 
Torrens, hidden as he is in the long shadow of the mid-century Mill; 
but for several years before 1848 he stood as an equal among the 
economists, as one who had made his own contributions to the science 
and who had indeed anticipated Ricardo in some matters of theory.”° 

For the most part Torrens’ economics was orthodox. His conception 
of political economy as science discouraged any frivolous departure 


7 The Letters of John Stuart Mill, ed. Hugh S. R. Elliot (London: Longmans, Green & Co., 
1910), I, 46. 

8“The Function and Problems of Economic Theory,” The Journal of Political Economy, 
XXVI (January 1918), 74. 

9J. S. Mill, Letters, I, 45. 

10 The best discussion of Torrens’ work is found in E.R.A. Seligman, “On Some Neglected 
British Economists,” The Economic Journal, XIII (September 1903), 341-47. Seligman insists 
that Torrens was a creative thinker, that he discovered the law of rent independently of 
Malthus and Ricardo, that he advanced a theory of wages adopted by Ricardo, that he 
discovered the principle of comparative costs though Ricardo usually gets the credit, and 
that his theory of profits was much more satisfactory than Ricardo’s. 
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from accepted doctrine;** and on those occasions when he did move 
beyond the pale of agreement with respect to some point of economics 
he did so with considerable misgiving.’” Nevertheless if he found 
himself at odds with the majority of economists over a question 
either of theory or of application of theory, as he did several times 
during his years in Parliament, he proved a bitter controversialist; 
and this perhaps explains to a certain extent the reputation for aber- 
rancy that he sustained. Nassau Senior could think of no better stric- 
ture on John Stuart Mill than that he been “bitten” by Torrens.” 

The factory question came into contact with Torrens’ economics 
at three points: his theory of wages, his theory of rent, and his 
theory of international trade. None of these was especially new, differ- 
ent, or unorthodox in the 1830’s; yet when Torrens brought them 
together and applied them to such matters as the unionization of 
labor and the reform of factories, they indicated policies quite the 
opposite to those of laissez faire. 

In Torrens’ economic system the problem of factory working hours 
was but a facet of the larger problem of wages. From his point of view 
as an economist the movement to reform factories by legislating a maxi- 
mum working day was, whatever the expressed intention of the 
agitators, but an attempt at “raising real wages” by “diminishing the 
supply of labor in the market”;** and, thus conceived, this question 
of working hours became economically intelligible only when con- 
sidered in terms of wage theory. During the earlier phase of his career 
he had considered wages as more or less autonomous, as something 
determined independently of other elements of the economy. He had 
been among the first to give expression to the subsistence theory of 
wages. Ricardo at least implicitly acknowledged his indebtedness to 
him in this matter when he commended the treatment of wages in 
the “Essay on the External Corn Trade.” ** But later Torrens became 


11 Writing in 1821 Torrens expressed the opinion that devotion to economics as science 
and to the scientific method in economics would resolve all outstanding differences among 
economists within twenty years.—An Essay on the Production of Wealth (London: Longman, 
Hurst, Rees, Orme, and Brown, 1821), Preface, p. xiii. 

12 Although he could not accept Ricardo’s labor theory of value, his respect for the founders 
of “the science of Political Economy” was so great that he seems almost to have suspected 
his own judgment in this—A Reprint of Economic Tracts: John Stuart Mill on the Measure 
of Value, edited by J. H. Hollander (Baltimore: The Johns Hopkins Press, 1936), p. 10. 

13§, Leon Levy, Nassau W. Senior, The Prophet of Modern Capitalism (Boston: Bruce 
Humphries, Inc., 1943), p. 244. Apparently Mill had been “bitten” by Carlyle, too. 

14 Torrens, On Wages and Combinations (London: Longman, Rees, Orme, Brown, Green, & 
Longman, 1834), p. 87. 
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dissatisfied with the subsistence theory, as did Malthus and James 
Mill; and he followed these latter, with some hesitation and some 
reserve, into acceptance of the wage-fund doctrine. It was then that he 
realized that wages could not be treated independently, but must be 
related to rent, to capital, and to international trade. 

Torrens gave the first and only systematic exposition of his mature 
wage theory in a pamphlet, On Wages and Combination, written in 
1834 for the enlightenment of his constituents. Here one finds not a 
single determinant of wages, but three. Subsistence was retained, but 
hardly in such form as to justify the derogatory phrase, “Iron Law of 
Wages.” Instead it was relegated to the humble role of determining 
minimum wages, of setting up a level below which wages could not 
fall. In most instances this effect of subsistence would be only theoretical ; 
for Torrens had now rejected the Malthusian hypothesis and argued 
that there was no inevitable tendency for population to press upon the 
means of subsistence or capital.’* Wages then would settle somewhere 
above the subsistence level. But there was an upper limit too, and this 
limit had its theoretical origins in the Ricardian theory of rent. 
Torrens agreed with all orthodox economists of his day that wages 
for all common labor must be equal in the long run. Maximum wages 
of farm labor, however, were determined by the quality of the soil 
resorted to for cultivation: “If 100 labourers expend 200 quarters of 
corn for seed and implements, and raise a return of 500 quarters, it 
is physically impossible that their wages should continue to be more 
than 300 quarters . . .” Competition made the maximum wage level 
for agriculture the maximum for all other economic pursuits, and thus 
the upper limit was universalized."’ Between the maximum and 
minimum thus established, the actual level at which wages might at 
any time be found was explained by Torrens in accordance with the 
orthodox wage fund: “The ratio between population and capital, or, 
more correctly, between the quantity of labour and the quantity of the 
ingredients of capital destined for its maintenance, determines the 
intermediate point at which wages settle.” ** 

It was always Torrens’ purpose to make his economics practical. 
Political economy, he insisted, becomes something more than mere 
“speculative curiosity” only when it “points out the means, by which 


16 Torrens, On Wages, pp. 11-13. 
17 Ibid., pp. 7-8, 20. 
18 Ibid., pp. 20-22. 
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we may mitigate the distress, and improve the condition, of the great 
majority of mankind.”*® His involvement not only in the factory 
controversy but in corn-law repeal, banking reform, and colonization 
schemes all suggest that he based his career on a faith in economics 
as a practical science. Inevitably then, it would seem, he was brought 
to examine the possibilities for effective action that might be deduced 
from his wage theory. What might the laboring man do, without 
violating any fundamental canon of economics, to improve the cir- 
cumstances of his life? One course of action was obvious, a course that 
all other economists were urging upon the masses of workers: laboring 
men might regulate their numbers in relation both “to the extent and 
fertility of the soil” and “to the component parts of capital employed.” 
Thus actual wages might be brought up “to their ultimate maximum.” ” 
But this, at best only a long-term remedy, was not the only course open 
to labor; there were the related alternatives of unionization and factory 
reform. 

Although Torrens’ interest in On Wages and Combinations is prima- 
rily with the possibilities of organized labor, most of what he says 
there may be taken as equally applicable to factory reform; for, as he 
points out, the economic effect of both would be to limit, relative to 
demand, the quantity of labor in the market;** and much of what 
he advises labor to do by direct action might similarly be done indirectly 
by the government. In Torrens’ analysis the area of effective action for 
both types of procedure was not the same in all cases, but differed 
from one type of national economy to another. Basically there were 
two such types of economy: one economically self-contained and 
the other fundamentally dependent upon foreign trade. In the first, 
unions or governments might push wages up to their theoretical maxi- 
mum and maintain them there permanently if no Malthusian pres- 
sure were allowed to develop. In the second type of economy, how- 
ever, there was a complication that he associated with the principle 
of comparative costs. Higher wages in such a country, by raising costs 
above and lowering profits below those prevailing abroad, might 
render the native capitalist helpless in the event of foreign underselling 
and dumping and might even force capital to seek refuge abroad, thus 
destroying the industrial machine from which labor took sustenance. 


19 [bid., pp. 1-2. 
20 Ibid., p. 26. 
21 Ibid., p. 87. 
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England obviously had an economy of the second type. But even there 
union pressure or factory legislation could have an effect, since the 
eficiency of English labor and technology was markedly superior to 
that prevailing in any other country. Wages could be forced above 
foreign levels “to nearly the whole extent of such superiority, without 
reducing the rate of profit, or exposing the manufacturer to foreign 
competition.” ” 

In 1834 when his pamphlet on wages was published, Torrens had 
already held a seat in Parliament for some three years. During that 
time and especially in 1833, he had associated himself with those mem- 
bers who were determined to use the power of the state to correct - 
what they considered intolerable conditions in the factories. Torrens’ 
arguments on this question reveal that he had already in mind the 
thoughts on wages he was to systematize the following year. The 
principal reform proposal before Parliament early in the session of 
1833 was one submitted by Lord Ashley, leader of the reform members, 
which would limit the working day of children and young persons 
to ten hours. This bill Torrens endorsed. And he offered the weight 
of his authority as an economist in an attempt to tip the Parliamentary 
balance against those who insisted that the reform proposal was but 
the work of misguided men ignorant of economics. Nothing in the 
ten-hours bill, he assured the House, was in any way inimical to 
capital or to principles of economic science. Individual skill, energy, 
and natural advantages had brought the English worker to a point 
where he produced in nine hours roughly what the foreigner pro- 
duced in twelve; and with that margin of superiority English industry 
need fear no harm from this measure, if other aspects of the govern- 
ment’s economic policy were similarly sound. 

Perhaps the most serious objection raised against the ten-hours 
proposal was that the reformers were not sincere in their pleadings 
on behalf of factory children, that they were concerned less to mitigate 
the harsh lot of these children than to use them and legislation passed 
ostensibly to protect them as a means to force a reduction in adult 
working hours. Torrens countered this argument too, and in doing so 
he revealed much about his attitude toward laissez faire. That the 
ten-hours bill would reduce the working hours of adults as well as of 
children was, he maintained, an avowed purpose of its sponsors and 


*2 Ibid., p. 79. Torrens thought that the corn laws offset the advantage of superior efficiency 
and urged their repeal. 
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one which he could himself approve. Although he agreed that in 
general the adult laborer “should be left free to make what contracts 
he saw fit, and to dispose of his labor to the best advantage,” he denied 
the pertinence of the principle in this case; for Parliament, through its 
corn laws, had already deprived the worker of his status as a free agent, 
had “compelled him to receive as his wage a less quantity of the 
necessaries of life than he would otherwise obtain.” It was but right 
that Parliament should rectify, or try to rectify, with a ten-hours act 
the injustice it had done all laborers, adult and child alike, with the 
corn laws.” 

Colonel Torrens was the most noted economist to sit in Parliament 
during the session of 1833. Although he was not the only member 
to cite political economy, he could speak of economic theory with an 
authority that no one else in Commons could equal; and possibly 
because he was a master of economics and not a mere dilettante like 
most who cited the science, he found it logically possible to plead 
simultaneously, as few then did, for corn-law repeal and for factory 
reform. In neither case did he recommend laissez faire to the govern- 
ment as fundamental policy. In the case of factory reform what he 
advocated can be seen only as a clear repudiation of laissez faire. 


iil 


It must be admitted that Colonel Torrens tended toward economic 
heresy on occasion, or at least that many of his contemporaries thought 
so; but such an accusation has never been made against his colleague, 
John Ramsay McCulloch. In most accounts McCulloch has been con- 
sidered almost an incarnation of orthodoxy. Committed without reser- 
vation to the thought of Smith and Ricardo and determined to pre- 
vent any tampering with their classical system, he was thought to do 
little more in his day than to repeat interminably the words of his 
masters. Nevertheless, he did bring to orthodox economics a measure 
of lucidity for which there was a real need, since the abstruse and 
awkward prose of Ricardo had beclouded the science until only an 
esoteric few could share its secrets. This lucidity established McCulloch’s 


23 Hansard, Parliamentary Debates (London: T. C. Hansard, 1833), 3d series, XIX, 902. The 
reference to the freedom of adults to form such contracts as they desired obviously did not 
preclude joint action by adults for this purpose nor action by the state when individual action 
proved ineffective. 
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reputation despite his lack of originality, and his writings appeared 
abroad in French, German, and Italian. In the generation before John 
Stuart Mill’s new synthesis of economics appeared, the works of McCul- 
loch constituted “a sort of manual of politico-economic orthodoxy.” * 

McCulloch’s attitude toward factory reform would seem then to be 
of particular interest and to reveal much about the relationship be- 
tween classical economics and laissez faire. Although it has been quite 
generally overlooked in historical accounts of the matter, McCulloch 
did take a position on the factory question, a position to which he gave 
private expression at an early stage of the controversy and to which 
he adhered consistently in published works until the reform move- 
ment reached its culmination with the passage of the Ten Hours Bill 
in 1847. On March 28, 1833, McCulloch wrote a letter to Lord Ashley, 
who was at that time marshaling forces and mapping a campaign 
to push a ten-hours bill through Parliament. 


My dear Lord Ashley,—I have the honour to acknowledge receipt of your note. 
You are not owing me anything; and you may be assured that should you at any 
future period be inclined to approfondir any branch of Political Economy, it 
will be a gratification to me to forward your views. I hope your Factory Bill will 
prosper, and I am glad it is in such good hands. Had I a seat in the House it 
should assuredly have my vote. A notion is entertained that Political Economists 
are, in all cases, enemies to all sorts of interference, but I assure you I am not one of 
those who entertain such an opinion. I would not interfere between adults and 
masters; but it is absurd to contend that children have the power to judge for 
themselves as to such a matter. I look upon the facts disclosed in the late Report 
as most disgraceful to the nation; and I confess that, until I read it, I could 
not have conceived it possible that such enormities were committed 

your Bill has any defect, it is not by the too great limitation, but by the too great 
extension of the hours of labour.?° 


Obviously other correspondence preceded this and perhaps Ashley 
had been in private consultation with McCulloch. Ashley’s purpose 
in making these contacts was apparently that of determining whether 
his bill was in violation of sound economic principle. Although this 
assumption cannot be documented, it is highly suggestive that at about 
the time of this letter Ashley exacted from his supporters a promise 
to refrain from agitating for anything other than a reduction in the 
working hours of children and young persons. Thus the movement, 


*4 The Dictionary of National Biography, XII, 464. 
25 Edwin Hodder, The Life and Work of the Seventh Earl of Shaftesbury, K. G. (London: 
Cassell & Company, Ltd., 1887), I, 157-58. 
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at least on its surface, was brought into line with McCulloch’s thinking 
on the subject. 

Until recently historians have been accustomed to read into McCul- 
loch an “habitual deadness, in the study of social questions, to all but 
material consideration”;*° and this judgment, with singular impar- 
tiality, has been made as well about all other economists between Adam 
Smith and John Stuart Mill. McCulloch’s letter to Ashley suggests 
that some new appraisal may be in order. If this letter were the only 
evidence to prove inconsistent with the usual conception of McCulloch, 
it might be disregarded as inadequate or explained away as a mere 
courteous gesture toward a man respected. But it does not stand alone. 
Rather it is part of a larger pattern of evidence in his writings, and this 
pattern will hardly admit of the stereotyped McCulloch with his social 
“deadness” and his materialistic bent. 

Each edition of McCulloch’s Principles, from the second in 1830 to 
the fourth in 1849, includes a chapter listing a number of possible situ- 
ations wherein it would be the right and duty of government to inter- 
fere in economic activity for the sake of social welfare.”” And if this be 
insufficient to allay the charge of heedless laissez faire, there is in 
addition McCulloch’s specific repudiation of the doctrine. He deprecated 
the idea, which he thought had been “gaining ground” recently, that 
“the duty of government in regard to the domestic policy of the 
country is almost entirely of a negative kind, and that it has merely to 
maintain the security of property and the freedom of industry.” Al- 
though specific instances of governmental intervention had, as he was 
aware, been productive of great evil in the past, he was cognizant 
of other evils that might ensue if this earlier experience (mercantilism 
presumably) should induce the nation to reject completely the positive 
use of political power for the achieving of social and economic ends. 
“Freedom is not, as some appear to think, the end of government: the 
advancement of public prosperity and happiness is its end: and 
freedom is valuable in so far only as it contributes to bring it about.” * 

Apparently it was Ashley who first aroused McCulloch’s interest in 
factories and in conditions of factory labor. Since his initial reaction 
was one of outrage and shock, it is hardly surprising that his first de- 





26 C. J. Ratzlaff, The Theory of Free Competition (Philadelphia: University of Pennsylvania 

Press, 1936), p. 84, quoting J. K. Ingram in Encyclopaedia Britannica, gth ed., XV, 134-35: 
27 The Principles of Political Economy (Edinburgh: Adam and Charles Black, 1849), p. Vi. 
°8 Ibid., pp. 262-63. 
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fense of state intervention on behalf of working children should have 
been ethical rather than economic, that it should have emphasized 
immaturity of judgment in the small workers rather than the economic 
validity of state intervention. But moral argument of this sort could 
hardly continue to satisfy one who, above all else, considered himself 
an economist. Before McCulloch could finish with this question, it 
would be necessary for him to see clearly the consistency between 
factory reform and classical economics; and in attempting to establish 
this consistency he found it necessary to re-examine his wage doctrine. 

McCulloch’s wage theory was thoroughly orthodox, more orthodox 
certainly than that of Torrens. While the latter had denied that popu- 
lation tended to outgrow the food supply and had modified his think- 
ing on wages accordingly, McCulloch held steadfastly to his Mal- 
thusianism. To him the natural price of labor was, as Ricardo had said, 
whatever price was “necessary to enable the labourers, one with an- 
other, to subsist and to perpetuate their race, without either increase 
or diminution.” *° This, the subsistence theory, was not his whole wage 
doctrine, however; for he had come to recognize, with Malthus and 
James Mill, that subsistence could account only for the natural price 
of labor, or the long-term tendencies of real wages. The market price, 
or actual wage rates at any given time, might vary considerably from 
the natural price; and this market rate was determined by the wage 
fund. As McCulloch put it, “The market rate of wages is exclusively 
dependent on the proportion which the capital of the country, or the 
means of employing labour, bears to the number of labourers.” *° 

Upon examination McCulloch found both the subsistence theory and 
the wage fund doctrine quite consistent with the proposed use of state 
authority to limit the working hours of young persons. Although his 
subsistence theory was basically identical with that of Ricardo, McCul- 
loch tended rather more than his predecessor to emphasize cultural 
determinants of the subsistence level. Thus Irish labor worked for less 
than English labor, had a lower standard of real wages, maintained 
itself on a lower subsistence level; and by migrating in large numbers 
to England these same substandard Irish were forcing English sub- 
sistence levels constantly downward. Child labor had much the same 
effect. By teaching parents “to depend to a considerable extent on the 


*9 Ricardo, Works, p. 50; McCulloch, 4 Discourse on the Rise, Progress, Peculiar Objects, 
and Importance of Political Economy (A. Constable & Co., 1824), p. 68. 
30 Discourse on . . . Political Economy, pp. 60-61. 
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gains of their children, it made them less industrious, and generally 
also less frugal and parsimonious than they would otherwise have 
been.” ** In other words, they were pauperized and subsistence stand- 
ards fell. And the process was cumulative; for the influence of its 
spread was such that, by forcing down adult wages even a slight 
amount, all parents, including those who might ordinarily want to 
protect their children from early entry into the factories, “were some- 
times tempted, or even driven by necessity, to endeavour to eke out 
their scanty means by employing their children in subordinate depart- 
ments.” ** 

With regard to the wage fund, the effect was even clearer. In the 
early day of the factory system child labor may have brought some 
benefit to the working classes, he thought. Because of the growing 
demand for labor and the many new processes of manufacture which 
were simple enough for children to master, it was true that “for a 
while a family became (and to some extent continues to be) a source 
of wealth to their parents rather than a burden.” But the tendency over 
a period of years was quite the opposite of what its immediate effect 
seemed to be; “for by encouraging improvident unions, and weaken- 
ing the principle of moral restraint, it contributed to increase popu- 
lation, and has probably taken from the wages of the adults as much 
as it has given to the children, or more.” ** Thus competition for the 
available wage fund among increased numbers of people, many of 
them poorly paid children, exerted a steady downward pressure on 
wages. 

Although in McCulloch’s opinion the factory acts of 1833 and 1844 
did not go as far as they might have in certain respects, ** he neverthe- 
less thought their effect to have been salutary on the whole, to have 
offset to some extent the depressing influence of child labor upon adult 
wages and living conditions generally. He felt “inclined,” as he said, 
“to approve of the policy of the Act which limits and restricts the 
labour of young people in factories. It is right that the state should 
interfere to protect those who are unable to protect themselves. And 
in emancipating them from the slavery in which they were fre- 





31 4 Treatise on the Circumstances which Determine the Rate of Wages and the Condition 
of the Labouring Classes (London: Longman, Brown, Green, and Longman, 1851), pp. 
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33 Treatise on Wages, p. 96. 
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quently involved through the selfish and vicious conduct of their 
parents, we are really contributing to improve the habits and condition 
of the latter.” *° 


IV 


In tradition and in most historical accounts touching upon the ques- 
tion of factory reform, Nassau Senior has been declared the source to 
which theoretical opposition of the laissez-faire type may invariably be 
traced. Grounds for this declaration are found in a letter dated March 
1837, which Senior wrote to the president of the Board of Trade. In it 
he advanced the thesis that in a mill working eleven and a half hours 
daily the net profit must all be produced during the last of the working 
hours.*® That this “last hour” thesis was developed as an argument 
against Lord Ashley’s ten-hours bill and not against the equally 
important act of 1833 has been overlooked by those who would make 
of Senior the villain in the piece; and that he opposed only the limiting 
of adult working hours, not those of children, has hardly been noticed 
at all. To be sure, Senior was skeptical and cautious whenever a proposal 
was made to interfere with the factories; but he did not take a stand 
against all such proposals, and there were some features of the factory- 
reform legislation so desirable in his opinion that he could refer late 
in life to “the wise and courageous men who carried the Factory Acts 
against such opposition as no law ever before surmounted.” * 

Senior’s “last hour” thesis was no a priori argument from the prin- 
ciple of laissez faire. That such an argument would have been altogether 
unacceptable to him must be obvious to anyone who has read at all 
extensively in Senior’s writings. Lecturing on political economy at 
Oxford in 1847, he specifically rejected the argument against factory 
legislation based on the principle of noninterference or laissez faire; and 
he advanced instead the antithetical principle, “that it is the duty, and 
therefore the right of a government to take any measures, however they 
might interfere with the will of individuals, which are conducive to the 


35 Treatise on Wages, p. 97. 

36 Letters on the Factory Act (London: B. Fellows, 1837), pp. 10-13. 
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general welfare of the community.” ** This principle was less a matter 
of economics than of politics. Its origin lay not with the classical 
economists but with the utilitarians and their doctrine of sovereignty, to 
which Senior expressed his unqualified adherence with the declaration 
that “as the supreme government of an independent state is necessarily 
absolute, the only limit to its power is physical or moral inability.” Just 
show this absolute power should be used was to be decided by the 
‘legislator in accordance with “the general benefit of the community.” 
And the legislator’s choice in this matter was not a free one; for political 
power must be used to promote community welfare, if it is used 
properly, and neither the abridgment of personal liberty nor the restrict- 
ing of the right freely to dispose of one’s labor were sufficient reasons 
_for withholding state action when the interest of the community was 
involved.*® 

So much emphasis has been placed by historians upon Senior’s part 
in opposing the ten-hours bill that Senior’s actual contributions to 
factory reform have been quite overlooked. These lay primarily in the 
area of theory; for though he gave his approval to many aspects of the 
factory acts passed during his lifetime, he was not actively engaged 
himself in shaping the legislation or in promoting its acceptance. And 
he did oppose the limiting of hours for adult laborers. However, in that 
area where economists and political philosophers debated the limits of 
legitimate governmental authority, his word was a strong, clear pro- 
nouncement against the principle of noninterference. McCulloch had 
just a taint of the principle in his thinking, in that he advocated pas trop 
gouverner as a maxim to guide legislators until the wisdom of some 
positive course of action was clearly shown.*° Senior, on the other 
hand, insisted that a government’s refusal to intervene might itself be 
a serious error. “It may be passively wrong as well as actively wrong.” 
Whether intervention would prove advantageous in any given instance 
was a question to which no final answer could be given until it had 
actually been tried. Errors, of course, might occur but they could be 
rectified; and with the advance of political knowledge through real 
experience the probability of future error could be reduced. Quite in 
keeping with this pragmatic approach, Senior denounced the conten- 
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tion “that a Government has no right to interfere for any purpose except 
for the purpose of affording protection, for such an admission would 
prevent our profiting by experience, or even acquiring it.” ** 

It is somewhat ironical that because of his Letters on the Factory Act 
Senior should have passed into history as the leading advocate of the 
incompetence of government in matters of social reform. That he 
maintained no such principle is attested not only by his theoretical 
writings but by his decisions in specific instances of intervention as well. 
Even in his Letters on the Factory Act, so critical throughout of many 
of its administrative details, he carefully distinguishes the machinery 
from the substance of the law and indicates his acceptance of the latter. 
He never doubted the expediency of legislating to guard children 
against the destructive effect of overwork and undereducation. “No 
facts have been proved to me,” he said, “and I do not believe that any 
exist, which show that it is proper to keep a child of 11 years old, for 
12 hours a day, in attendance on the employment, however light, of a 
factory.” *” Under the influence of the manufacturers and unduly im- 
pressed by their petty annoyance at the inconvenience of factory inspec- 
tion, he opposed any further extension of legislative control in 1837; 
but in 1841 he wrote to Sir James Graham expressing his approval of 
the plan to cut child working hours from eight a day to six and to 
raise the upper limit of childhood from thirteen to fourteen.** In 1847 
he wanted the upper limit set at sixteen years.** 


V 


Two of the economists discussed in this articlhe—McCulloch and 
Senior—have been concerned primarily with the problem of juvenile, 
rather than adult, labor. In their writings theoretical justifications for 
limiting the working hours of children and young persons have been 
worked out rather fully. McCulloch’s argument was the more purely 
economic, in that it looked to the effect of child labor on wages 
generally; while Senior stepped out of the economic sphere and appealed 
to humanitarian motives. Although neither of these economists was 
willing to approve legislation that would reduce the working hours of 
adults, their arguments here contained no element of laissez faire. 


41 Social Economy, Il, 302. 
42 Letters on the Factory Act, p. 9. 
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262 Lloyd R. Sorenson 


Instead they based their cases on expediency and ethics. Since adult 
workers were considered free agents possessed of mature judgment, it 
seemed inexpedient to them to deny these people the right of working 
as long as they saw fit to work and of obtaining in this way as much in 
wages as possible. Torrens, the first to attack this principle, insisted 
that these adults were not free agents; but his argument was rather 
inconclusive, since he saw the corn laws as the only impediment to 
liberty which was involved. 

It remained for John Stuart Mill to point out the lack of liberty, the 
inability to implement one’s judgments individually, that inhered in 
the very status of a man as worker. Mill realized that even if it were 
proved desirable and practical for all laborers to work ten rather than 
twelve hours a day, it would nevertheless be impossible for workers as 
individuals to accomplish that end. Any employee who by himself 
might refuse to work more than the ten hours would find himself 
deprived either of one sixth of his wages or of his job. Thus the 
individual’s immediate personal interest lay in working the longer 
day and in disregarding the advantages that might come to his class 
if the day were shortened. The only solution to this dilemma, as Mill 
saw it, was a political solution. If the judgment of individuals with 
respect to their own welfare was to be made effective, the government 
would have to intervene and ensure that the immediate self-interest of 
each individual did not negate the long-term interest of all.*° 

Except for the matter of adult working hours, Mill left the relation- 
ship between classical economics and laissez faire more or less un- 
changed. He hardly took the question beyond the point where Mc- 
Culloch left it, and consequently his treatment of laissez faire can hardly 
be considered as advanced as that of Senior, the béte noire of factory 
reform, who called laissez faire “the most fatal of all errors.” *® 
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Review Articles 


THE ECONOMIC HISTORY OF THE 
SECOND WORLD WAR 


The military and diplomatic phases of the Second World War have thus far 
attracted the major share of attention. But more and more energy is now being 
devoted to its economic history. W. K. Hancock, until 1950 at Oxford, since then 
at the University of London, has been planning and editing a United Kingdom 
Civil Series on the history of the Second World War that promises to be a 
major enterprise in the field of modern history. The subjects chosen for investiga- 
tion, from which it is hoped will come some thirty published volumes, are: war 
production, civil industry and commerce, financial policy, man power, shipping, 
land transport, food policy, agriculture, fuel and power, building, wartime social 
services (including education), civil defense, economic warfare, and colonial 
policy. 

But the general public needs also a survey of the whole British war economy. 
This integrated story, ideally, should appear in one volume. Various difficulties 
of coverage led Mr. Hancock to persuade Richard M. Titmuss to do a companion 
synoptic volume on problems of wartime social policy and Michael M. Postan of 
Cambridge University to offer an over-all view of British war production. 
Mr. Hancock himself undertook (with the assistance of Mrs. M. M. Gowing) 
to write “a history broadly covering the development of the British war economy 
as a whole.” 

We are fortunate that the first two of these comprehensive volumes! intended 
originally as confidential documents “to fund experience for Government use” 
have been issued to the general public. Each volume, especially the first, is 
notable for its superb scholarship, keen insight, and narrative skill. Mr. Hancock 
and Mrs. Gowing have organized their study into broad periods of strategical 
significance, partly because they wished to aid the authors of a forthcoming parallel 
series of military histories, but mainly because they felt that “great military events 
. . . produced great consequences in the economic sphere.” The book is divided 
into five chronological parts. Within each, the authors analyze the main problems 
involved in the procurement and transportation of supplies, domestic and 
overseas; the mobilization of military and industrial man power; the condition 
of basic industries; the transfer of resources from civilian to war industries; fiscal, 
rationing, and priority policies; interallied co-operation, particularly with 
France, the United States, and Russia. Attention is also paid to the central 
governmental administrative and planning units. In fact, the angle of vision 
from which the British war economy is viewed, as Mr. Hancock himself says, 
is what “might be called the War Cabinet view or—for the crucial middle period 
of the war—the view of the Lord President’s Committee.” Approaching the 


1W. K. Hancock and M. M. Gowing, British War Economy (London: His Majesty’s 
Stationery Office, 1949), pp. xvii, 583; Richard M. Titmuss, Problems of Social Policy (London: 
His Majesty’s Stationery Office, and Longmans, Green & Co., 1950), pp. xi, 596. 
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economy from the position of these policy makers has certain limitations, but 
it has weighty advantages, such as gains in coherency, economy of research, and 
mastery of the central records with the consequent increase in reliability and 
control of primary sources, including the recollections of key governmental 
personnel. 

The very excellence of Hancock and Gowing’s work provokes some questions. 
The heart of their book centers on statement and evaluation of different war 
policies. Nevertheless, brilliant and sound as most of their judgments are, I wish 
they had gone somewhat more into the logical and economic rationale of policy 
making.” Lionel Robbins, for example, in his stimulating brochure, The Economic 
Problem in Peace and War®* gives with great power and sharpness some basic 
considerations that strengthen the keen but incomplete justification given by 
Hancock for the British adopting and using war controls so effectively. Hancock 
and Titmuss * should also have taken into account more explicitly than they have 
the high pressure, limited data, and rapidly shifting variables with which gov- 
ernment policy makers had to contend. On the other hand, numerous illustrations 
can be given of the authors’ economic insight, for example, Hancock’s discussion 
of the Monnet-Purvis Balance-Sheet of allied resources and requirements (pp. 
185 ff., 378 ff.). The possibilities in the historical application of Keynesian 
economics are shown very effectively in Hancock’s critique of traditional war 
finance ® and of British war fiscal problems and policies (pp. 3 ff., 156 ff., 325 ff., 
501 ff., 546 ff.). 

Important as an integrated survey of one national economy is, the full signifi- 
cance of that economy’s contribution to the total Allied war effort can be grasped 
only under two conditions. The first is that the relative contributions and sacrifices 
of all the Allies be measured or estimated so far as the reliable data permit. The 
second condition is that some roughly reliable estimate of the competitive war 
resources of the Axis powers be obtained so that the historian can judge how 
realistic and efficient the Allied powers were in setting the production targets 
needed for surpassing those of the Axis. Mr. Hancock gives an incisive com- 
parative study of the fundamentally complementary British and American 
war efforts (pp. 359-73). But he avoids giving any estimates on the comparative 
war strength of Germany, Japan, and Russia. His caution is admirable, but 
public enlightenment would have gained if he had exploited such relatively 
reliable authorities as the United States Strategic Bombing Survey’s volumes: 


2 Cf. G. L. S. Shackle, Expectation in Economics (Cambridge, Eng.: University Press, 1949); 
John von Neumann and Oskar Morgenstern, Theory of Games and Economic Behavior (Prince- 
ton: Princeton University Press, 1944). 

3 (London: Macmillan & Co., 1947). 

4 Space limitations prevent adequate discussion of Titmuss’ contribution. 

5 Hancock unfortunately does not refer to Edmund Silberner, The Problem of War in 
Nineteenth Century Economic Thought (Princeton: Princeton University Press, 1946), or to vari- 
ous other relevant authorities in other fields unless the author or book is part of his text, as Keynes 
and his brochure, How to Pay for the War. The role of various noted British economists in the 
British civil service during the war and of permanent British civil servants remains obscured by 
the tradition that the names of civil servants should not be publicized. It is to be hoped that the 
light thrown upon part of the scene by R. F. Harrod, Life of John Maynard Keynes (London: 
Macmillan & Co., 1950), will be extended to the whole scene. 
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The Effects of Strategic Bombing on the German War Economy (1945) and 
Japan’s War Economy (1946).® Nicholas Kaldor and Burton Klein, for example, 
have shown how effectively this material can be exploited for understanding the 
actual processes by which the Nazi German war economy was built up, and the 
relative efficiency of that “planned” or “controlled” economy.* 

Jerome B. Cohen furnishes a detailed and comprehensive study of Japan’s 
economy from 1937 to 1948.8 This volume has great value because it distills the 
data and conclusions in the United States Strategic Bombing Survey’s voluminous 
reports upon the Pacific war, adds much detail from Japanese documents and 
informants, and supplies a valuable account of the confused and shifting postwar 
reorganization of the Japanese economy. Mr. Cohen’s merits are painstaking 
industry and thoroughness in coverage of a broad subject with many difficult 
problems of fact and policy to evaluate. 

The author lacks, however, the balanced judgment which distinguishes Hancock 
and Titmuss’ writings, and the penetration into the highly complex Japanese 
cultural-economic background and framework that is to be found in such illumi- 
nating works as Emil Lederer’s Japan in Transition. Other defects seem to come 
from inadequate analysis or marshaling of evidence. One instance is his over- 
simplified picture and condemnation of Japan’s attack on the United States.® 
Another is his argument (pp. 47-49) that the Japanese war leaders prepared 
for a short war.!° A third?! is his assertion (p. 55): “Thus even in 1942, the 
first year of the war in the Pacific, the U. S. war effort (my italics) surpassed 
that of Japan.” A fourth instance is the author’s extreme hostility to the Zaibatsu 
as “a cancerous growth” (p. 436), comparable in spirit to Robert F. Brady’s views 
in Business as a System of Power. 





6 Other recently released studies include the British Intelligence Objectives Sub-Committee, 
Overall Reports Covering the Period 1939-45, on German industries of wartime strategic and 
postwar reconstruction significance. Some 19 numbers have been planned, of which at least 
seven have been published so far (London: His Majesty’s Stationery Office, 1948). They 
contain data derived from primary German sources and range in subject from petroleum and 
synthetic oil to shipbuilding, timber, glass, agriculture, motor roads, and rubber. 

7™N. Kaldor, “The German War Economy,” Review of Economic Studies, XIII (1945-46) 
33-52; B. Klein, ‘“Germany’s Preparation for War,” American Economic Review, XXXVIII 
(March 1948), 56-77. Klein is engaged at Harvard upon a study of Germany’s wartime 
economy. It is to be hoped that a manuscript volume on Germany’s war economy 1939-45 by 
Rolf Wagenfuehr, cited by the United States Strategic Bombing Survey, will be made available 
here soon. Its title is: Aufstieg und Niedergang der Deutschen Riistung, Die Industriewirtscha}t 
des Reiches 1939 bis 1945. 

8 Japan’s Economy in War and Reconstruction (Minneapolis: University of Minnesota, 1949), 
pp. xiii, 545. (Issued under the auspices of the International Secretariat, Institute of Pacific 
Relations.) 

9 Cf. Sir George Sansom, “Japan’s Fatal Blunder,” International Affairs, XXIV (October 1948), 
543-54. 

10 Harold Wakefield’s criticism of this thesis in New Paths for Japan (New York: Oxford 
University Press, 1948), pp. 110 ff., is referred to by Cohen, Japan’s Economy, p. 47, Note 110, 
but not met point by point. 

11 Cf, A. J. Brown, “Economic War Efforts,” Applied Economics (New York: Rinehart & 
Co., Inc., 1948), pp. 46-91. 
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Mr. Cohen ignores or minimizes this group’s achievements and abilities, as 
he does the necessity for utilizing Japan as an outpost and ally against Soviet 
Russian and Communist Chinese aggression in the Far East. Hence, he favors 
the adoption of the drastic Pauley Report on Japanese reparations as against the 
more lenient proposals later made (pp. 419 ff.). He advocates that Japan free 
itself from dependence upon the United States and achieve “complete integration 
of its economy with those of all other Far Eastern countries . . . Japanese 
recovery cannot be achieved in a Far Eastern vacuum” (p. 504). But he should 
have added: Realistic analysis, as well as recovery, of the Far East cannot be 
achieved in a global vacuum. The global tensions Dr. Cohen omits to consider 
justify policies that will be sympathetic to reform yet will be adequate to the 
defense needs of the non- and anti-Soviet world. These criticisms of his book 
are not intended to detract from its importance as the single major source book 
of carefully compiled and presented data on the Japanese economy, 1937-1948, 
available in English. 

No fully rounded work on wartime Soviet Russia has emerged as yet, or is 
likely to appear until a transformation occurs in the basic long-range foreign 
policies of the Politburo. Meanwhile scholars can be grateful that an official 
economic history of Soviet Russia in the Second World War has been made 
available by the American Council of Learned Societies in an English translation.1” 
The author, Nikolai A. Voznesensky, was chief of the U.S.S.R. State Planning 
Commission for ten years, a member of the Politburo, and a deputy premier of 
the U.S.S.R. He was a member of the State Defense Committee, which was 
created a week after the German invasion of Russia to unify and to dramatize 
the Soviet war effort by being given practically unlimited powers as legislature, 
executive, and party central committee. He received the Order of Lenin in 1944, 
and his book the Stalin Prize in 1948. Although he fell from key posts of 
power in March 1949, his book still stands as the most informative single volume 
issued by the Soviet Government on this subject. 

The author presents what information he wishes the Russian people and the 
outside world to know within the traditional Stalinist theory of world economics, 
politics, and warfare. Once the reader recognizes that the militant ideology of 
dialectical and historical materialism is basic to this war history, as in all 
officially approved Soviet publications, and that the goal of world revolution has 
the Soviet Union as the base of operations against the non-Soviet world, various 
questions concerning limitations and peculiarities of exposition in this book dis- 
appear. One ceases to be puzzled by the tantalizingly fragmentary statements of 
fact, the presentation of Soviet production achievements in terms of percentages, 
with conjectural bases, the careful selection of cases that seem to indicate greater 





12 Nikolai A. Voznesensky, The Economy of the USSR During World War II (Washington, 
D.C.: Public Affairs Press, 1948), pp. 115. The Russian original appeared in 1947; its title, 
literally translated, was “The War Economy of the USSR in the Period of the Patriotic War.” 
J. Miller, co-editor of Soviet Studies, has criticized the translation as lacking complete linguistic 
accuracy and the requisite finesse in rendering Soviet ideas in economics and sociology. Neverthe- 
less, this translation seems useful and not likely to lead to important errors or misinterpreta- 
tions. A French translation is available: L’Economie de guerre de I'U.S.S.R., 1941-1945 (Paris: 
Librairie de Médicis, 1948). 
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economic progress in a given field than impartial analysis of the relevant material 
would justify, the failure to give detailed data on the exact location and products 
of new industrial centers, the omission of any discussion about how many millions 
of Russian lives were lost during the Nazi occupation of Russia, how much 
captive and other forms of forced labor were exploited by the Soviet authorities, 
or how much Soviet Russia gained in territory, resources, man power, and 
reparations as a result of Allied victories against the Axis. Allied contributions to 
the Soviet war effort, especially lend-lease deliveries of vitally strategic war and 
industrial supplies, are minimized in some of the most remarkable understate- 
ments in recent history (pp. 43-44). Fortunately, many of these deficiencies in 
Voznesensky’s exposition have been corrected, so far as is possible on the basis 
of the data available to western scholars, through the labors and skills of such 
specialists as Messrs. Bergson, Gerschenkron, Jasny, and Schwartz.1® 

Despite the author’s planned inadequacies, his book provides a number of 
illuminating statements on important aspects of the Soviet war economy. The 
author emphasizes the differences between the war economy of the U.S.S.R. and 
that of the U.S.A., and asserts that the military defeat of capitalist Germany 
demonstrates Soviet superiority in military, political, and economic matters. 
These statements deserve extended scrutiny and qualification. But it is worth 
pointing out that Voznesensky himself indicates that Soviet Russia has striven 
to take over various devices from capitalistic countries to increase efficiency in 
planning and in production. Some of these are: cost accounting (monetary, not 
just accounting in kind), (p. 86); progress charts, assembly-line production, 
accumulation of strategic commodity reserves (pp. 90-91); labor incentives, such 
as progressive piece rates and bonuses in conjunction with time rates in the 
remuneration of workers for work performed (p. 69); increase in the monetary 
supply and money wages—‘“currency circulation in the U.S.S.R. increased 2.4 
times” during three war years (p. 82); and the “powerful” competition of workers, 
kolkhoz peasants, and the intelligentsia (p. 105). 

In contrast to works that survey the whole configuration of a war economy, such 
as the three books on Britain, Japan, and Soviet Russia we have discussed above, 
are specialized studies of particular problems or agencies in the war effort of one 
country, a group of countries, or the world. Some good examples of these are the 
following recent studies of the economy of the United States during the Second 
World War.1* Herman M. Somers’ book on the Office of War Mobilization and 





13 A. Bergson, et al., “Postwar Economic Reconstruction in the U.S.S.R.,” Annals of the 
American Academy of Political and Social Science, CCLXIII (May 1949), 52-72; A. Ger- 
schenkron, ‘“‘Russia’s Trade in the Postwar Years,” ibid., 85-100; Naum Jasny, Socialized 
Agriculture of the USSR (Stanford: Stanford University Press, 1949), passim; Harry Schwartz, 
Russia’s Soviet Economy (New York: Prentice-Hall, 1950), passim; United Nations, Department 
of Economic Affairs, Economic Commission for Europe, A Survey of the Economic Situation 
and Prospects of Europe (Geneva, 1948), pp. 145-55; and Economic Survey of Europe in 1950 
(Geneva, 1951), pp. 38-41, 228-29. 

14Herman Miles Somers, Presidential Agency: OWMR (Cambridge: Harvard University 
Press, 1950), pp. xili, 238; Robert H. Connery, The Navy and Industrial Mobilization in World 
War II (Princeton: Princeton University Press, 1951), pp. xi, 527; John Perry Miller, Pricing of 
Military Procurements (New Haven: Yale University Press, 1949), pp. xiv, 292; David Novick, 
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Reconversion (O.W.M.R.) is an incisive, scholarly presentation of the history, 
structure, and functions of the presidential agency that succeeded in supplying 
from 1943 to 1946 the top-policy co-ordination on industrial and civilian mobili- 
zation. The author, as a political scientist, purposely refrains from detailed 
economic analysis or appraisal of the merits of the disputes among conflicting 
agencies resolved by the successive civilian “Chiefs of Staff” to the President— 
Byrnes, Vinson, Snyder, Steelman. Nevertheless, the economic historian will find 
much of value in the skillful digest of key decisions made in three crucial problem 
areas: allocation of resources, co-ordination of man-power programs, and war 
and industrial reconversion. Mr. Somers corrects Donald Nelson’s apologia for 
himself and criticism of others, notably the military, in a judicious account of how 
the W.P.B. diluted its authority (pp. 25-38) and how the reconversion contro- 
versy developed (pp. 179-202).15 It is to be hoped that an economist will do a 
companion study of the Bureau of the Budget, the O.W.M.R.’s peacetime 
predecessor and partial wartime rival in top-policy co-ordination. 

Mr. Connery’s treatise explains how the Navy during the Second World War 
developed the program, machinery, and personnel for procuring approximately 
$100 billion of facilities, equipment, and supplies. This meant that the Navy 
absorbed a full quarter of the nation’s industrial output. A comprehensive treat- 
ment of this feat would involve a study of the raw materials, manufacturing 
facilities, man power, transportation, power, and managerial ability available for 
use by the Navy throughout the country; the impact of that program upon the 
amount, quality, and cost of commodities in high demand by other branches of 
the Armed Forces and by the civilian economy; and the effects upon the national 





fiscal and monetary policies, postwar industrial capacity, and concentration of 
economic power. The author, a public administration specialist, does not attempt 
a task of such magnitude. Instead he gives an expert, balanced, and carefully 
dogumented account of the frustrations and achievements of the office of Pro- 
cutement and Material (O.P.M.) in the Office of Undersecretary Forrestal. The 
O.P.M. iaid down the basic policies and techniques for estimating Navy produc- 
tion requirements, negotiating contracts, and devising pricing methods that sought 


Malvin Anshen, and W. C. Truppner, Wartime Production Controls (New York: Columbia 
University Press, 1949), pp. vi, 441. [Reviewed in THE JourNaL oF Economic History, IX 
(November 1949), 252-3]; David Novick and George A. Steiner, Wartime Industrial Statistics 
(Urbana, Illinois: University of Illinois Press, 1949), pp. viii, 234; Civilian War Transport: 
A Record of the Control of Domestic Traffic Operations by the Office of Defense Transportation, 
1941-1946 (Washington, D.C.: Government Printing Office, 1948), pp. ix, 361; Federal Records 
of World War II: Volume I, Civilian Agencies; Volume II, Military Agencies. By the General 
Services Administration National Archives and Records Service. The National Archives. 
National Archives Publications, Nos. 51-57, 51-58 (Washington, D.C.: Government Printing 
Office, 1950, 1951), pp. Xii, 10733 ili, 1061. 

15 Somers is less stringent in his criticism of Nelson and less vigorous in defense of Eberstadt 
than Eliot Janeway in The Struggle for Survival (New Haven: Yale University Press, 1951). 
The latter features Baruch in a more commanding position than Somers, who may not have 
had access to some of the sources Janeway as a journalist was able to tap, or may have 
evaluated those sources differently. 
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to stimulate production, yet guard against or recapture excessive profits.1® Mr. 
Connery also gives us the story of how the Navy expedited and expanded indus- 
trial and nonindustrial facilities, and helped to supply a good share of the working 
capital of its contractors. He attacks very effectively (p. 154 ff.) the widely 
circulated thesis that an incessant struggle went on between the civilian and the 
“military” agencies for control of industrial mobilization. His chapter on 
“Admirals, Civilians, and High Policy” (pp. 409-32) reveals the struggle inside 
the Navy between its civilian administrators and the admirals over control of 
procurement and industrial mobilization. The civilian victory on this point finally 
brought with it a vitally needed correlation between strategic planning and 
procurement policies that was made effective in February 1945 when Forrestal 
created the Requirements Review Board and Committee. The crucial relation 
between grand strategy and the most efficient utilization of national resources 
still requires an adequate study. 

J. P. Miller has succeeded in offering a penetrating critique and useful historical 
survey of the purchasing policies of the American Armed Services during the 
Second World War, with particular attention to matters of price. The main 
conclusions he reaches on America’s most recent experiments and practices may 
be summarized as follows: There was no easy or single solution to all the problems 
of government purchase. There was a need for replacing competitive bidding by 
negotiated contracts. The cost-plus-fixed-fee and other types of contractual instru- 
ments represented different approaches to the problem of allocating risk, providing 
incentive, and avoiding excessive profits under conditions of uncertainty concerning 
future costs. Renegotiation of contracts limited “unconscionable profits” and 
helped public morale. Yet, as the war progressed, renegotiation became too far 
removed from procurement, and not enough emphasis was placed upon the 
proper pricing of a contractor’s future deliveries on an over-all basis. The periodic 
review and revision of company pricing programs was introduced by the services 
in 1944 in order to establish effective checks on the prices of subcontracts and to 
provide a comprehensive approach to prices for future delivery. Prices negotiated 
for many contracts were too high, especially prior to Pearl Harbor. From 1942 to 
1945, however, mainly because of closer pricing on contracts, the margin of 
excessive profits became progressively lower. Though the general effectiveness 
of the services’ pricing policies and procedures was not conclusively demonstrated, 
the increase in the volume of military goods and services was impressive (p. 221). 

David Novick and his collaborators have thrown much light on two obscure 
and technical areas: (1) the development and use of industrial statistics for policy 
and administrative purposes in the War Production Board; (2) the techniques of 
material allocation devised and administered by the War Production Board and 
its predecessor agencies during the war years, 1940-1945. The two volumes dealing 
with these themes do not go into the making of policy or the broad background 
of the industrial economy. But they supply precise and exhaustive data on the 





16 For invaluable technical background material, see the symposia on “War Contract Renegoti- 
ation” and “War Contract Termination” in Law and Contemporary Problems, X (Autumn 
1943; Winter, Spring, 1944), 185 ff., 427 ff., 561 ff. 
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machinery of governmental controls in one field and agency. An equally useful 
study of another war agency is the Office of Defense Transportation’s history of its 
role in regulating and expediting Civilian War Transport, 1941-1946. Joseph B. 
Eastman and his colleagues made a notable record in co-ordination of all phases 
of transport: rail, motor, waterway, and air. Finally, all writers on the history of 
the Second World War must acknowledge their debt to the National Archives 
for its amazingly detailed, informative, yet relatively compact two-volume guide 
to the Federal Records of the Second World War for military and civilian agencies. 

So vast a subject as the economic history of the Second World War cannot 
be exhausted by any one approach, method, or source. The volumes discussed 
above open up parts of a frontier, most of which awaits further exploration.1? 


Stiwney Ratner, Rutgers University 


WHAT GENERALLY HAPPENS DURING BUSINESS 
CYCLES—AND WHY 


Studies of business-cycle history have been making greater and greater use of 
economic theory and statistical techniques. The mere recounting of economic 
events surrounding a crisis makes interesting reading and often prompts striking, 
if thinly based, conclusions. But it provides little insight into the forces at work 
and has no predictive value. Economists and statisticians have been reworking 
business-cycle history to remedy these defects. The five studies reviewed here 
indicate the type of results we may expect. 


I 


Wesley C. Mitchell’s book ! begins with an extensive introduction and summary 
by the director of the National Bureau of Economic Research, Arthur F. Burns. 
The first part of the book describes the aims of the volume, the method used, and 
the materials available. The second part provides in great detail a description of 
varieties of cyclical behavior with respect to timing, conformity, and amplitude. 
The last part of the book pulls together the evidence and presents a consensus 
of cyclical behavior. There are, as is usual in National Bureau publications, a 
great many excellent tables and a full statement of sources of data. 


17 Harold Stein has edited for the Committee on Public Administration Cases a volume of 
important studies on various policy disputes in the American war effort, published this spring, 
that historians will find invaluable, if I may generalize from those sample chapters I have 
read in mimeographed form. 

1 Wesley C. Mitchell, What Happens during Business Cycles (A Progress Report) (New 
York: National Bureau of Economic Research, 1951), pp. xxxi, 386. 
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In his introduction to the book, Mr. Burns describes and justifies succinctly the 
National Bureau approach. He lists many important lead-lag facts discovered by 
the National Bureau in its investigation of its thousands of series. He describes 
the concept of the automatic generation of cycles and indicates the characteristic 
behavior during business cycles. An important factual point is that the financial 
checks on expansion come first. Among the important assumptions or general 
misconceptions concerning cycles on which the statistical studies throw light are 
some that are ingrained in business-cycle thinking. For instance, the statistics show 
that the idea of an accelerating boom and accelerating contraction is wrong; they 
also show that the concept of sharp peaks in business activity is wrong; and they 
show that any idea that business cycles follow a sine curve is wrong. Burns 
emphasizes (quoting Mitchell), “shapes of business cycles are phenomena suz 
generis” (p. 300). He stresses that leads and lags are not always indicative of 
causal relations. An example is the case of the acceleration principle wherein the 
actual change in the cause follows the effect. One can readily agree with Burns 
when he says, “Economists anxious to wield a simple formula of the causes of 
business cycles or the means of controlling them will not find Mitchell’s fragment 
to their liking” (p. xx). His statistics also demonstrate that business cycles are 
changing phenomena. 

In order to understand Mitchell’s approach to business-cycle analysis, it is 
essential that we know his definition of business cycles: “Business cycles are a type 
of fluctuation found in the aggregate economic activity of nations that organize 
their work mainly in business enterprises: a cycle consists of expansions occurring 
at about the same time in many economic activities, followed by similarly general 
recessions, contractions, and revivals which merge into the expansion phase of 
the next cycle; this sequence of changes is recurrent but not periodic; in duration 
business cycles vary from more than one year to ten or twelve years; they are 
not divisible into shorter cycles of similar character with amplitudes approximating 
their own.” 

The book provides a detailed study of four countries—United States, Great 
Britain, France, and pre-Nazi Germany. There are some series that begin prior 
to 1900 and there are many that are much shorter. Monthly data are used 
wherever possible. In all, there are over a thousand series. There is a good 
summary of the National Bureau’s business-cycle technique. For a fuller state- 
ment, however, it is suggested that Measuring Business Cycles by Mitchell and 
Burns be consulted. The distinction between specific cycles and reference dates 
is explained. It is pointed out that the reference dates are determined from a 
study of statements made by financial journalists, business analysts, and statis- 
ticlans. 

The technique used excludes the intercycle trend but retains the intracycle trends. 
In other words correction for trend is not made in the ordinary sense, but, since 
one complete cycle is compared with another quite apart from its position on the 
trend line, we may say that the intercycle trend is excluded. However, any 
long-term trend that shows up within the course of a single business cycle is not 
excluded. Mitchell claims that this technique helps to explain what happens 
during business cycles. This is a moot point which would provoke much 
discussion among statisticians. Mitchell also claims that in general his staff 
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has found that the trend problem is not serious. In some cases the research workers 
took account of a change in trend, for instance, when the establishment of the 
Federal Reserve system changed the financial series. 

The study excludes the violent price behavior of the Civil War and the First 
World War. This exclusion limits the usefulness of the analysis greatly and 
confines it to peacetime crises and cycles. It is true, of course, that wartime business 
fluctuation may require a different type of analysis. In addition to these corrections 
and decisions not to make corrections it was necessary to undertake various 
manipulations of the data to make use of the available series. 

It is important to note that less than half of the average patterns of the 
series in the samples studied characteristically reached their lowest point at 
reference troughs and their highest point at reference peaks. This indicates a 
difficulty with the reference-cycle approach. Apparently, less than half of the 
series making up general business activity conform to general business activity. 
Mitchell does give a full discussion of nonconforming timing—regular and 
inverted, neutral and positive. He feels that these irregular series upset any simple 
business cycle “models.” It is extremely interesting to note that Mitchell feels 
that “positive timing is just as much a puzzle as the four other types. From our 
viewpoint, the central problem of business cycle theory is to learn why a large 
majority of economic series rise and then fall in unison” (p. 68). Mitchell refers 
to “errors in our choices of reference dates” (p. 73). And he indicates, “Whatever 
alterations are finally made will certainly affect the monthly leads, coincidences, 
and lags ascertained by comparing specific-cycle with reference-cycle troughs” 
(p. 74). This admission is of major significance since any revision of reference- 
cycle dates would require a tremendous amount of recomputation of the series 
studied. 

This “Progress Report” clears up several misconceptions that are current 
concerning the National Bureau’s approach to business-cycle analysis. First of 
all, it is clear from this book that the purpose of the elaborate statistical analysis 
is to determine the causal relations. It may seem unnecessary to make this point, 
but there are some economists—and they are not just straw men—who have the 
opinion that the statistical analysis of the National Bureau is considered an end 
in itself. It is clear that in this book Mitchell takes the second step and attempts 
to impute causal relations not only on the basis of the statistical results but also 
from his general knowledge, understanding, and insight. Moreover, he makes use 
of theoretical analysis in his discussion of causation and makes several references 
to Walras and Marshall as well as to various business-cycle theorists. The 
statistical results are invaluable for the study of cycles and indicate what generally 
happens during business cycles. 


II 


Moses Abramovitz’s volume? represents one of the best theoretical-historical- 
statistical studies that has ever been produced in the field of business-cycle 


2 Moses Abramovitz, Inventories and Business Cycles (with Special Reference to Manufac- 
turers’ Inventories) (New York: National Bureau of Economic Research, 1950), pp. xxxvi, 632. 
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analysis. The author begins with a review of economic hypotheses concerning 
inventory fluctuations. Those readers whose conception of the National Bureau’s 
work is shaped by some of the purely statistical studies will be interested to note 
the following statement, “Hypotheses and preconceptions are necessary guides to 
all research and inevitably leave their traces on its results” (p. ix). Thus “measure- 
ment without theory” is not a characteristic of this work. 

The first part of the book reviews the theories of inventory fluctuations, describes 
the materials available for a study of manufacturers’ stocks and explains the 
National Bureau’s methods of measurement of cyclical behavior. Among the 
theories covered are those of Mitchell, various “overproduction” theories, 
Hawtrey’s theory, Keynes’s theory, the acceleration principle, Hansen’s theory, 
Metzler’s theory, and Blodgett’s hypothesis. The National Bureau’s measures of 
cyclical behavior are described very succinctly and this short summary can be 
recommended highly. 

The second part of the book deals in great detail with the cyclical behavior of 
inventories. The author considers total inventories during business cycles and 
reviews the data that have been made available by Kuznets, Dun and Bradstreet, 
Schmidt and Young, Terborgh, Currie, The National Industrial Conference 
Board, and the Department of Commerce. The fluctuations of total inventories 
are studied in both current and constant prices. Total inventories are then 
broken down into raw materials, goods in process, and finished goods. Each 
is studied in turn. After the most exhaustive analysis of the available data a 
preliminary theory of the cyclical behavior of manufacturers’ stocks is developed 
and unsettled questions are pointed up. 

The third part of the book deals with the cyclical behavior of inventory 
investment; that is, the net change in inventory. Here the author shows the 
relation between inventory investment and production cycles and distinguishes 
between positive and negative inventory investment as well as between planned 
and unplanned inventory investment. He makes studies of the timing and the 
conformity of inventory investment cycles and undertakes a detailed analysis 
of the components of inventory investments, that is, goods in process, raw material 
stocks, and finished goods. Finally, the author presents his considered theory of 
the place of inventory fluctuation in cyclical behavior. The book is replete with 
a very large number of charts and statistical tables in the well-established National 
Bureau tradition. 

The book is concerned only with manufacturers’ inventories. A rough measure 
indicates that manufacturers held approximately 40 per cent of total inventories 
in the interwar period. National income statistics also show that a large part 
of the cyclical changes in gross national product takes the form of changes in the 
rate of accumulation and liquidation of inventory. Fluctuations in inventory 
investments are found to be much larger than fluctuations in either of the other 
principal components of total capital formation. (The other components are 
construction and the flow of durable goods to both producers and consumers.) 
Inventory investment is also found to fluctuate most violently—more so than 
any of the other main components of total output. 

The statistical findings are at variance with those that would be expected 
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from some of the theories of inventory fluctuations. For instance, R. G. Hawtrey’s 
theory that cycles of stocks of finished goods offset those of stocks of goods in 
process is not substantiated. Abramovitz finds that any offsetting that occurs is 
neither continuous nor complete. He also finds that there is a longer lag of move- 
ments of aggregate inventories behind business activity as a whole than either 
Mitchell or Keynes expected. He discovers, not unexpectedly, that the simple 
statement of the acceleration principle propounded by J. M. Clark does not stand 
up against a statistical test and that some of the qualifications made by Clark 
are necessary. Abramovitz does find, however, that there is a general consistency 
between his results and Metzler’s theory of the lag of inventories behind business 
activity. But he finds, on a tentative basis, owing to limitations of data, that 
neither interest rates nor price speculation seems to play an important part in 
inventory fluctuations. In these respects and in particular in regard to the 
conclusion on interest rates, the results are consistent with those obtained by 
Tinbergen regarding investment as a whole. An important conclusion is that 
“manufacturing inventory-sales and inventory-output ratios relating aggregate 
stocks to aggregate sales or output are at or near their lowest levels when business 
cycles reach their peaks” (p. 152). These results are inconsistent with some 
strongly advocated theories of inventory behavior. 

The main factual conclusion that Abramovitz cbtains trom his study of the 
timing of inventory investments is that the peaks and troughs of inventory 
investment are near those of business activity as a whole and come considerably 
later than those in the rate of change in output. With respect to amplitude, as 
previously noted, a very large part of the total change in gross national product 
during the course of business cycles takes the form of changes in inventory 
investment. But when we remember that annual data are used in the analysis of 
timing we must raise a question about the validity of these conclusions. This is 
particularly serious when we remember that the business cycles which the National 
Bureau uses for reference purposes are mainly of a short variety of approximately 
forty months. For instance there is a peak in 1918 and a drop in 1919; then a 
peak in 1920 and another drop in 1921. 

Abramovitz’s analytical conclusions also require close scrutiny. It is fully 
accepted by this time that mere statistical conformity does not prove either the 
existence of a causal relationship or, once the existence of such causal relationship 
is established, the direction of that causal relationship. That is precisely why 
theoretical bases are needed for statistical study in order to establish certain 
presumptions about the existence of causal relationships and their nature. It is 
nevertheless very difficult to resist the temptation to impute a causal relationship 
where a close statistical conformity is discovered. The present volume illustrates 
the difficulty of resisting this temptation. In an excellent section entitled “Planned 
versus Unplanned Inventory Investments,” Abramovitz states very clearly and 
correctly, “The goods added to stock may not have been made in response to a 
desire to invest in inventory” (p. 331). Some of the additions to stock may have 
been unplanned and unintended. He adds, “We can not validly say that production 
worth one billion dollars was stimulated by a desire to add such a quantity of 
goods to stock” (p. 332). Finally, he admits, “The analysis of business cycles, 
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however, is often concerned with events that take place within one, two, or three 
months, and for such short periods unplanned investment may be a large part of 
the total, a fact that serves to becloud the interpretation of the data” (p. 333). 
The effect of this discussion is that a major component of inventory investment 
may be a resultant of changes in output or other business activity rather than a 
cause of such changes. This must be borne in mind in evaluating the interpreta- 
tion that Abramovitz draws from his statistical results. 

That Abramovitz failed to resist the temptation of attributing a causal relation 
where statistical conformity exists is evidenced in his conclusions on the signifi- 
cance of the timing of inventory investment cycles. He finds that there is very 
close conformity of inventory investment to business cycles and he concludes, 
“This review of the data clearly establishes one facet of the role of inventory 
investment in business cycles. Increases in inventory investment regularly act to 
augment the forces of expansion from about the very beginning of the upward 
swing of business until approximately its very end. And declines in inventory 
investment augment the forces of contraction in the same way” (pp. 345-46. 
Italics added.) Here the word “forces” clearly suggests that inventory investment is 
a causal factor in the expansion. Yet the earlier discussion of the importance of 
unplanned investment in inventories makes such causal analysis highly question- 
able. And, in fact, Abramovitz does indicate that the annual data on inventory 
investment overstate the planned investment (p. 347). There is no statistical 
breakdown available for planned as opposed to unplanned investment, but it is 
clear that any definitive conclusions about the causal relation between inventory 
investment as a whole and business cycles must be postponed. 

Again there is the implication that a specific causal relation exists when 
Abramovitz says, “It may be said, therefore, that the lag of inventory investment 
behind the rate of change in output serves to moderate and to lengthen business 
expansions and contractions” (p. 462). This implies that the causal relation is from 
inventory investment to business expansion and contraction. Otherwise, in what 
sense can inventory investment be said to “moderate” business activity? It may well 
be that the unplanned component of inventory investment is a resultant of the 
prevailing state of business activity, in accordance with fairly well-established 
business hypotheses. Abramovitz fully realizes, however, that it is only the 
planned component of inventory investment that can be given any causal role. 
But since there is no statistical breakdown between planned and unplanned 
investment his statistical study can be of no help on this score. 

It is possible, of course, to use the term “explain” in a purely statistical sense 
which has no causal connotation. When words like “moderate,” “forces,” and 
“initiate” are used, it is possible to think of these terms only in their purely 
statistical meaning. But in that case the reader should beware of a semantic 
trap. A statistical “explanation” is not evidence of a causal relation, least of all 
evidence of the direction of a causal relation. Similarly, it is necessary to distinguish 
the statistical use of the term “effect” from its analytical use. For instance at one 
point Abramovitz says “. . . fluctuations in inventory investment will obviously 
have a very great effect on the movements of gross national product” (p. 475. 
Italics added). Here clearly the term “effect” is used in a purely statistical sense 
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and there is no intention of implying that the inventory component of total 
investment has a causal force which initiates changes in the remainder of 
investment. Again, it is difficult to determine whether the intention is to make a 
purely statistical statement or to attribute causal relationship in the following 
statement, “Short expansions or contractions would be far milder than those we 
have experienced were it not for the action of inventory investment” (p. 493). 
Abramovitz, himself, sounds a caution on this matter. He emphasizes that the 
data “do not tell how much of the change in output was caused by a change in 
the rate in inventory investment, because the inventory investment figures include 
some unplanned investment or disinvestment and hence either overstate or 
understate the actual quantity of output that can be traced to some businessman’s 
desire to increase his stock” (p. 481). 





III 


The main thesis of Ilse Mintz’s book * is that American business conditions 
were the dominant factor in the foreign bond market. In order to establish this 
thesis, she goes through a very interesting piece of factual analysis. First of all, 
since the bonds under discussion were government issues, there is a presumption 
that they were not necessarily tied to the business conditions of the foreign 
countries. An examination of such business conditions indicates that the foreign 
business cycles and the foreign borrowing were not interrelated. In the United 
States, however, foreign lending was greater in periods of American business 
depressions than in periods of American business prosperity. The logical basis 
for this is not difficult to establish. Foreign lending was one aspect of bond 
financing. There is a well-known shift from stock financing to bond financing in 
depressions because investors look around for something that appears to offer 
greater security than shares of stock. In this respect, therefore, foreign bonds 
behave in the same way as domestic bonds. However, they conformed even more 
closely to domestic business cycles than domestic bonds. Foreign bond flotations 
varied inversely to domestic stock flotations and the relation between the two 
was even closer than that between domestic bond flotations and domestic stock 
flotations. 

The reasons for the very close inverse relation were twofold. First, the foreign 
bonds offered a higher yield and a riskier investment than domestic bonds, thus 
they were in closer competition with shares of stock. Second, as domestic business 
conditions improved, domestic investors preferred domestic securities which re- 
flected the improved business conditions. Hence, foreign bonds were tied closely 
to business conditions because they were foreign and because they were bonds. 
In the period 1920 to 1930 the author finds three business cycles in which to study 
these relationships. 

In brief, Mrs. Mintz’s contention is that the time of lending provides the 
key to the soundness or unsoundness of a particular bond issue; in the speculative 
mania of a business upswing many unsound issues are floated. She demonstrates 


3 Ilse Mintz, Deterioration in the Quality of Foreign Bonds Issued in the United States: 1920- 
1930 (New York: National Bureau of Economic Research, 1951), pp. x1, 100. 
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this by showing that loans made in the early twenties resulted in fewer defaults 
in the thirties than those floated in the late twenties. 

In evaluating this thesis we must remember that we have here only one instance 
covering only one limited period of time. This restricted example is in turn a 
result of the fact that there was only a short period of foreign lending by the 
United States. The evidence is plausible as far as it goes. But a single example 
is hardly adequate for a broad generalization of the sort made here. The author 
does examine other possible causal factors, such as dollar scarcity, and indicates 
that these factors could not have been responsible for the outcome. Nevertheless, 
evidence in support of the main conclusion is not convincing, although the hy- 
pothesis itself is both interesting and plausible. Other National Bureau studies on 
business cycles rely on a great many cycles and a repetition of the pattern of 
behavior before any generalizations are derived; in this case, however, a single 
ten-year period is used to support a broad generalization. 

There are some other factors concerning the study of this period that increases 
the doubt concerning the validity of the evidence. For one thing, the bulk of 
issues to Great Britain and Canada are excluded by the limited dates chosen. 
Another factor that must be borne in mind is that the geographic nature of the 
borrowing party changed between the two periods under review. In the speculative 
mania the borrowing countries were mainly in Latin America and in Central 
and Eastern Europe. Thus the bond issues may have appeared to be equally 
sound in the two periods, but the economic conditions of the different countries 
involved within the two periods varied. Furthermore, even if we grant that the 
risk was greater and was known to be greater in the upswing, we cannot be 
certain that it was because of the upswing that the loans were made. It may 
be that the best customers were taken care of first and that in order to get 
additional business it was necessary to undertake greater risks. If there was a 
shortage of bond business in the early twenties and the Latin-American customers 
appeared then, it may well be that they would have been granted the loans 
just as they were in the later period. Another factor that restricts the validity of 
the analysis is that the study is confined to government bonds or government- 
guaranteed or government-controlled bonds. 

It is interesting to note that, for the period of time under consideration, the 
loans were not for the purpose of acquiring foreign exchange but rather for 
the purpose of filling gaps in the domestic budget. This in itself might give us 
a clue as to the ultimate “unsound” nature of the loans. Loans for the acquisition 
of foreign exchange might have been for the purchase of machinery and equip- 
ment which would ultimately increase the productive capacity, hence the paying 
capacity, of the country. Instead, the loans were stopgap measures to cover 
inadequacies in the fiscal structure. 


IV 


The little booklet by Daniel Creamer and Martin Bernstein * makes a significant 


*Daniel Creamer, with the assistance of Martin Bernstein, Behavior of Wage Rates during 
Business Cycles (New York: National Bureau of Economic Research, 1950) (Occasional Paper 
34), pp. 66, 
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contribution to the study of price maladjustments as a cause of business cycles, 
It may be regarded as an extension of the work that is associated with the name 
of Wesley Mitchell who considered such maladjustment an important element 
in economic fluctuations. 

The authors find that wages reach their turning points a substantial number 
of months later than business cycles and employment. They also find that average 
hourly earnings constitute a reliable indicator of turning points in wage rates for 
industry aggregates and at major turning points. They consider the claim that 
has been made that the 1920-1921 contraction was less severe than the 1929-1933 
depression because of a speedier adjustment of prices in earlier periods. They 
recall that, in the latter contraction, government officials and industrialists 
exhorted employers to maintain wage rates and share employment in order to 
maintain purchasing power. In the contraction that followed the First World 
War, however, there was no such concerted effort. 

The book gives an interesting discussion of the various reasons for the lag 
in wages. It also suggests that evidence from the railroad industry indicates 
that collective bargaining tends to increase the time lag. This is an important 
conclusion. On the other hand, British data do not confirm the expectation of a 
longer lag where unionization exists. Needless to say, data from another country 
cannot contradict definitively the analysis appropriate to this country, but it is 
interesting to see that the greater unionization in Great Britain is not sufficient to 
overcome other tendencies that may prevail for shortening the time lag. The 
authors find that there is usually less adjustment in the price of labor than in the 
price of factory output, but they admit that to “explore the implications” of this 
requires a “broader and deeper framework.” ' 

The net effect of this study is to indicate that the average lag of hourly earnings 
behind business activity is about nine months. In the contraction of 1948 and 1949 
they even find that there was a “scarcely perceptible” adjustment of average 
hourly earnings to business activity. In fact, an inverse relationship prevails if 
we take account of fringe benefits. The authors claim that this experience is similar 
to prewar movements insofar as greater rigidity of wage rates is evident. However, 
they admit that generalization is hazardous on the basis of this limited experience. 
The significant result is that substantial adjustments in hourly earnings took place 
up until recent years; there is less reason now than ever to believe that there will 
be adjustments of hourly earnings to business activity. This is an important 
conclusion which, if the present study does not establish it definitively, warrants 
further exploration. 





V 


The study by Jan Tinbergen ® is based on an approach that has generally been 
considered to be radically different from that used in the studies of the 
National Bureau of Economic Research. In what has become known as the 
“econometric approach” to business-cycle analysis, theories of business-cycle 


5 Jan Tinbergen, translated and adapted by J. J. Polak, The Dynamics of Business Cycles 
(Chicago: The University of Chicago Press, 1950), pp. x, 366. 
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behavior are first propounded and then formulated in such a way as to permit 
of statistical testing. They are then subjected to the statistical test. On the other 
hand, the National Bureau approach generally begins with the detailed descrip- 
tion and statistical analysis of the data. Then only are conclusions drawn about 
the discrepancy between the discovered facts and theories of business-cycle behavior. 
In both cases, of course, the aim is to achieve an explanation of business cycles. 
At one stage or another in the analysis both approaches use, or at least consider, 
relevant statistical data. Both approaches also use the best available theoretical 
analysis. The difference lies in the sequence of these various steps leading up to 
the ultimate explanation. The two approaches are sufficiently different to provide 
to some degree independent checks upon each other. 

The present volume does not attempt to supply the reader with a technical 
description of the mathematical and statistical methods used in the econometric 
method. This Tinbergen has included in other volumes.® He does provide here 
the basic historical data that he has used in his studies and the results that 
he has obtained. The first part of the volume is confined to “description.” Here 
we have a discussion of the various types of cyclical movements, long-run develop- 
ments in population, land, productivity, the stock of capital, the volume of output, 
prices, financial development, and changes in these long-run trends after the 
First World War; interruption and sudden changes in structure particularly 
during periods of war and inflation; the various characteristics of cyclical move- 
ments, including their period, damping, timing, amplitude, and shape; seasonal 
fluctuations; random movements. In addition Tinbergen presents a very inter- 
esting discussion of the differences that exist among individual countries and the 
fluctuations that occur in certain individual markets, such as agriculture and 
building. A large amount of interesting and important historical data is thus 
compiled within the scope of less than a hundred pages. This provides a useful 
secondary source for students of business cycles in the United States and other 
countries. There are also interesting detailed descriptions of various periods, 
such as the inflation in Germany and France after the First World War and the 
1926 coal strike in England. One noteworthy conclusion derived from this 
descriptive study is that the cycle period in the United States is usually only half 
that in European countries. 

Any fundamental difference in approach between this study and the studies 
of the National Bureau of Economic Research will not be readily apparent from 
this section of Tinbergen’s book. He gives careful attention to the characteristics 
of individual cycles such as their period, damping, timing, amplitude, and shape. 
The National Bureau, however, goes one step further and sets up an elaborate 
technique for analyzing these characteristics. Thus while Tinbergen here uses 
only the most elementary methods of summarizing the average characteristics 
of particular series, the National Bureau has devised certain techniques that 
embody the essential features of a series in a standardized and concise manner. 
At this level of analysis there can be no doubt that the National Bureau can 
tell us more about more series. The historian will find this descriptive part of Tin- 


8Jan Tinbergen, Statistical Testing of Business Cycle Theories: A Method and Its Applica- 
tion to Investment Activity (Geneva: League of Nations, 1939); and Econometrics (Philadelphia: 
The Blakiston Company, 1951). 
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bergen’s work very useful and interesting but, if he is willing to master the 
National Bureau technique, can cover a wider area through the statistical 
studies of the National Bureau. 

The second part of Tinbergen’s work is concerned with the explanation of 
economic fluctuations. Here we are given the basic theoretical concepts and 
relationships. Some attention is paid to long waves as well as shorter business-cycle 
fluctuations. This section is primarily of interest to economists and makes use 
of prevailing business-cycle theories such as those explained in great detail in 
Haberler’s Prosperity and Depression. The scope of the analysis is somewhat 
broader than that of Haberler, however, because of the inclusion of studies 
of long-run development and the special attention paid to war and inflation. 
Moreover, since statistical analysis is incorporated in the theoretical study this 
part bears some resemblance to Schumpeter’s Business Cycles. However, it lacks 
the centralness of theme of the Schumpeter volume and is essentially a collection 
of a large number of individual cases, some of them having been examined in 
technical, mathematical-statistical studies previously undertaken by Tinbergen. 

The third part of Tinbergen’s book sets it off distinctly from the National 
Bureau studies. Here we have a discussion of business-cycle policy. Courageous 
attempts are made to cull from the descriptive and theoretical-statistical analyses 
some conclusions that will be useful for policy. There is a review of the objectives, 
criteria, and the instruments of business-cycle policy and a consideration of the 
techniques of measuring the effects of policy. The objectives of both trend policy 
and business-cycle policy are considered in terms of such variables as the volume 
of production, the level of prices, and the distribution of income. The significance 
of the quantity of money, and the functions of government in both the closed 
and open economy are studied and the question of monetary equilibrium is ex- 
plored. The policies themselves are divided into “indirect” and “direct.” The 
indirect policy includes tax policies of various sorts and interest, wage, price, 
exchange rate, and stock-exchange policies. The direct policies are in the form 
of government expenditure programs, control of investment, control of raw- 
material production, commercial trade policy, and control of the construction 
industry. 

There can be much disagreement over Tinbergen’s objectives and much 
controversy over the effectiveness of his techniques of achieving those objectives. 
Tinbergen would regulate the total demand through the use of compensatory 
government expenditures. He does not regard individual forms of policy as 
being equally effective, for instance the regulation of investments, the control 
over the production of raw materials, of the interest rate, of wage rates, and 
exchange rates. Tinbergen also gives suggestions to avoid errors in the diagnosis 
of business fluctuations; that is, methods for detecting cyclical depressions from 
other causes. He indicates that the main issue remaining is whether stabilization 
should be attempted at an average level of activity or at some peak level. 





VI 


The five studies reviewed here constitute convincing evidence that there is 
a growing rapprochement among the major schools of business-cycle analysis: 
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historical, theoretical, statistical, and _ theoretical-statistical (econometric). A 
review of the literature about five years ago would have given the impression 
that these separate schools were going their own way and were contributing 
little to one another. The few exceptions, such as Schumpeter’s Business Cycles, 
had little influence on the various schools and did not have the effect of drawing 
them together. As is so often true, the rapprochement has come from the members 
of the various schools themselves, incorporating the best of the other schools 
in their own studies. Thus we find a basic theoretical approach in Abramovitz’s 
application of the National Bureau’s statistical business cycle measures. Similarly, 
Tinbergen makes use of much historical material. A theoretical approach is now 
basic to the National Bureau’s work, while it appeared at one time to have been 
neglected or at least temporarily shunted aside. 

That Mitchell had a basic theoretical framework or at least a strong theoretical 
interest in his study of business cycles must be evident to all who have known 
his writings. In the present work he emphasizes the usefulness of his statistics 
to economic analysis, and says, “No attempt is made to explain why the series 
behave as they do, but anyone who goes over the entries thoughtfully will find 
his mind seething with rationalizations, and with conjectures regarding the 
effects produced by the recorded movements” (pp. 69, 72). 

It is clear from this book that Mitchell’s approach resembles methodologically 
the theoretical-statistical (econometric) approach. Mitchell says, “Nothing comes 
logically first and nothing comes logically last in a universe of discourse where 
all the elements are inter-dependent. At the outset we must assume relations 
that we can not demonstrate until the end ... A rather rough notion of some 
phenomenon may prove sufficient to guide early efforts to understand it. At a 
later stage, when rival explanations have accumulated, and competent judges 
differ as to which explanation best fits the facts, it becomes necessary to define 
concepts more rigorously and test them more systematically. . . . If the aim of 
economic theory is to attain understanding of economic experience, any valid 
summary of the cyclical consensus is a basic contribution to the theory of business 
cycles. For such a summary presents the broad facts a theory should explain” 
(pp. 252-53). Mitchell -ecognizes the fact that conformity itself proves nothing. 
He says, “The prevailing similarity of reference-cycle patterns may suggest 
‘nonsense correlations’ without number to the incautious. On purely statistical 
evidence one can explain the movements of any series that conforms perfectly 
to business cycles by that of any other perfect conformer” (p. 1122.). 

The relation between the two approaches may be illustrated further by 
Abramovitz’s work. His review of theories of inventory behavior discloses—not 
surprisingly—that there are “startling differences” among economists. He also 
finds that most of the theories of inventory behavior do not bother to break down 
inventories into component parts. Here again, the author discloses a very tolerant 
attitude toward the theories and, despite their diversity, gives them an important 
role in his study. Except for the detailed nature of the statistical techniques 
employed, this approach to the statistical analysis of economic hypotheses is 
fundamentally little different from that of Tinbergen. While Abramovitz uses the 
National Bureau’s measures of timing, amplitude, and conformity, Tinbergen 
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employs a combination of observation of basic statistical data and the com- 
putation of multiple correlation measures. But the methodological differences 
that have appeared to exist in the past are substantially narrowed by these two 
books. 

There are still a few significant differences between the two approaches. 
Tinbergen argues for a mathematical formulation of theories on the ground 
that it requires a clear statement on what is involved. He speaks of the “precision 
of thought which is imposed by a mathematically exact way of expression and 
the danger of vagueness whenever less accurate modes of expression are used” 
(p. 182). Although Abramovitz makes occasional use of mathematical formula- 
tion, this is not generally true of National Bureau cycle studies. 

The discovery made in Creamer’s study that the lead-lag relationship that had 
persisted for a great number of years no longer prevails is illustrative of the 
difficulty involved in this purely statistical approach to business cycles. Although 
the same difficulty is encountered by econometric studies, such studies do at 
least provide a basic theory which helps adapt to changed conditions. 

It is interesting to note what Mitchell has to say concerning Tinbergen’s 
study for the League of Nations. “The work is notable for its blend of statistical 
skill with theoretical finesse, and the cautiously stated conclusions are highly 
suggestive. But Tinbergen could cover only a few hypotheses concerning a few 
activities during a few cycles. Further, he relied upon annual data, which are 
sadly deficient for his purpose” (p. 5”.). Mitchell’s point concerning “fewness” 
is well taken. So is his point concerning the use of annual data. Unfortunately, 
Abramovitz’s studies for the National Bureau make use of annual data in the 
analysis of lead-lag problems concerning a very short cycle. Mitchell’s criticism 
could apply to that study with equal force. 

Economists who are interested in history are constantly fighting a running 
battle with those of their colleagues who question the usefulness of the historical 
approach. Mintz states succinctly the aim of the economic historian when she 
says, “We treat only past experience but hope that by reopening the past and 
by presenting what happened in a new light we may contribute indirectly to the 
understanding of current problems” (p. 1). This is well phrased but does not 
warrant blanket approval of historical studies of business cycles. Both Mitchell’s 
National Bureau technique and Tinbergen’s econometric approach tend to mini- 
mize and, insofar as possible, eliminate the significance of singular and random 
isolated events. On the other hand, much economic history turns around singular 
events such as a stock-market crash or the failure of a bank or the declaration 
of war or the imposition of a tariff. The impersonal nature of statistical series 
covers up these actual historical events. The statistical-theoretical approaches— 
both Mitchell’s and Tinbergen’s—do not employ the “great-man” or “great-event” 
approaches to business-cycle history. In a sense, the great man and the great 
event are by-passed in the statistical-theoretical approaches, and the results as 
shown in a statistical series are studied. Many historical studies tell us merely 
what sometimes happens during business cycles. Many theories tell us only what 
might happen during business cycles. The present studies are capable of telling 
us what generally happens during business cycles—and why. 

Harotp M. Somers, The University of Buffalo 
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HISTORICAL MEASUREMENT 


A Dollar Index of Soviet Machinery Output, 1927-28 to 1937. By Alexander Ger- 
schenkron, assisted by Alexander Erlich. Santa Monica: Rand Corporation, 


1951. Pp. v, 357. 


The dozen years of Soviet planning prior to the Second World War have, 
despite their recency, already inspired numerous expeditions by statistical 
archaeologists. Alexander Gerschenkron’s volume records the findings of what 
may be the most ambitious of these ventures. His limited conclusions will 
disappoint those who expect such extensive explorations, excavations, and recon- 
structions to lead to a definitive estimate of the rate of Soviet industrial expansion, 
or to an evaluation of the extent of “bias” in the Soviet gross industrial output 
index with so-called “1926-27 ruble” weights. On the other hand, the modest 
findings will prove instructive to those who use statistics in describing economic 
growth. 

In addition to presenting almost three hundred pages of data and notes, 
Gerschenkron makes three valuable contributions. First, he presents an original 
gross production index, with 1939 United States prices as weights, for the Soviet 
machinery sector (which includes the manufacture and repair of transportation 
equipment, industrial and agricultural process machinery, precision instruments, 
machine tools, and similar items). This new index rises by 1937 to 5.25 times the 
level of the fiscal year 1927-1928. Another original computation, purporting to 
show value added in the machinery sector in 1939 American prices, rises in the 
same interval to 4.45 times the base figure. In contrast, two official Soviet indexes 
of gross machinery output with so-called “1926-27 ruble” weights, rise to 14.15 
and 14.75 times the base magnitudes. 

The author’s second major contribution is his comparison of Soviet and 
American output on the basis of common products valued directly in 1939 
American prices. His method has the merit of avoiding the use of artificial 
currency-conversion ratios. 

Gerschenkron’s third contribution is his demonstration that the choice of 
a weighting period has an important effect on output measures for countries 
which, like the Soviet Union, have experienced profound structural change. 
United States machinery output data for pairs of widely separated years are used 
to show that an aggregative index with price weights of the earlier year differs 
strikingly from an index with weights referring to the later year. Gerschenkron 
points out that this kind of divergence may also occur when alternatively 
weighted “spatial” output indexes are computed for countries which are on 
different levels of industrial maturity. 

The new output index for machinery has many defects; and, even if it were 
accurate, it would have to take its place as one of many possible measures rather 
than as a standard for correction of the “bias” in the corresponding official 
Soviet indexes. Gerschenkron admits that his new index is conservative: the 128 
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items on which it is based diminish in representativeness through time, and a 
number of rapidly developing products have price weights which are too low, 
(Coverage could have been broadened if American prices had been available for 
187 additional Soviet quantity series.) Another probable source of understatement, 
not mentioned by the author, is the conservative extrapolation of many series 
for agricultural implements (which are overrepresented in the first place, com- 
prising over one third of the 128 items!). In any case, Gerschenkron soundly 
insists that an index with American prices is “an altogether sui generis way of 
looking at Soviet output ... [and], therefore, is mot a gauge by which the 
Soviet indexes can be adjusted” (p. 56). 

The book fails to consider, or leaves unresolved, numerous “index-number 
problems” other than the variability of results with changes in weighting periods. 
Thus, in the Soviet case, significantly different results are obtainable according 
to the method used to achieve apparent continuity in the face of fundamental 
change in the composition of the product universe. Among the alternative 
methods are: the usual chain index; the chain index with links which are first 
adjusted for declining representativeness by means of Mills-Fabricant-Devons 
value coverage factors or analogous employment coverage factors; the weighted 
aggregative index with product classes sufficiently broad to conceal the dis 
continuities in narrowly defined products; and the expanded aggregative index, 
which incorporates zero quantities, as required, for new or displaced products 
and hypothetical weights for such products if required by the index formula. 
Gerschenkron’s index is of the expanded aggregative type, which is probably 
ideal when the entire (changing) product universe can be included in the 
computations but which may be erratic when a “fixed” sample of products is 
used. 

Another technical problem which is not considered is the measurability, in the 
first place, of machinery output in some significant sense. Mr. Fabricant, it will 
be recalled, avoided the explicit measurement of most such output in his standard 
work on American manufacturing; and the Federal Reserve Board has used a 
crude roundabout approach. Gerschenkron makes the best of Soviet and American 
quantity data expressed in terms of number or capacity units. But more satis 
factory ways of measuring complex and heterogeneous products need to be de- 
veloped. I have indicated elsewhere (for example, in the Journal of the American 
Statistical Association, June 1944) the desirability of compiling quantity data 
for items like machinery on a “subproduct,” rather than an “end-product,” basis. 
A “subproduct” is the specific result yielded by an “arc” of a production cycle. 
The results of the corresponding “arcs” of cycles for different complex products 
may be more homogeneous (and hence aggregated with fewer misgivings) than 
the products considered as wholes. 

Gerschenkron properly distinguishes between the effects of a “preindustrializa- 
tion” weighting scheme (that is, for 1926-1927) and the “bias” due to the 
assignment to new products of weights reflecting the price inflation of the 
subsequent years of industrialization. But it can also be maintained that the 
assignment of post-1926-1927 price weights to new products does not lead to 
“bias” —if a valid index can be imagined with 1926-1927 weights for products 
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common to the base and compared periods and with weights at least as high 
as the inflated Soviet prices for products introduced after 1926-1927. Such an 
index is conceivable. Thus, following a suggestion on national income valuation 
made by J. R. Hicks, we may interpret the Soviet prices assigned to new 
products as probably conservative estimates of the hypothetical prices sufficient 
to have deterred the manufacture and sale of those products in 1926-1927 but 
compatible with the recorded output and prices of the other products actually 
made in ‘1926-1927. These high hypothetical prices for 1926-1927 make as much 
sense as the 1939 American price weights used by Gerschenkron for Soviet 
machinery items which declined to zero even before 1939. 

Now, some minor points. First, Gerschenkron incorrectly defines the Laspeyres 
aggregative index as a measure with weights of an “early period” and the 
Paasche as one with weights of a “subsequent period” (p. 47). Second, his dis- 
cussion of the Soviet “gross” and “market” output concepts (pp. 10-11) ignores 
some differences between them which apparently were important enough in 
practice to merit widespread discussion and to lead in 1940 to adoption of the 
“market” concept for planning. Third, Gerschenkron does not give sufficient 
reasons for expecting both planned and free economies to exhibit the changes 
in price structure which he regards as plausible for an interval of major industriali- 
zation. 

Gerschenkron’s work suggests that another instructive (and easier) task ought 
now to be undertaken: the recomputation, according to Soviet statistical techniques, 
of long-term indexes for American manufacturing industries. The treatment of 
American data @ la russe would lead to higher rates of growth than are shown 
by our familiar measures. Comparison of the Soviet-style and American-style 
indexes would enhance our appreciation of the lessons taught by Gerschenkron’s 
laborious investigations. 

Irvine H. Srecer, The Twentieth Century Fund, Washington, D.C. 


Cyclical Movements in the Balance of Payments. By Tse Chun Chang. Cambridge: 
Cambridge University Press, 1951. Pp. x, 224. $3.75. 


This collection of essays is, perhaps, more of a work in economic history than 
its author would credit. Mr. Chang sets out to measure, for five countries, over 
the period 1924-1938, the behavior of those key theoretical variables which have 
been generated by the application of Keynesian income analysis to the short- 
period theory of foreign trade; that is, the income elasticity of demand for 
imports and exports, the price elasticity of demand for various commodities and 
commodity groups entering into foreign trade, and the foreign-trade multiplier. 

Part One of the book considers these variables on a world basis; Part Two 
examines British balance-of-payments movements in these terms, as representative 
of a “highly industrialized and deficient” country; Part Three similarly treats 
the United States as “highly industrialized and self-sufficient”; Sweden, “less 
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industrialized”; Australia, “agricultural”; Chile, “mining”; and Canada, as an 
interesting special case. 

The author’s effort systematically to unite theoretical and empirical analysis, 
in an area where statistics permit the empty boxes to be filled, is extremely inter- 
esting; and Parts Two and Three are a useful contribution to the economic 
history of the interwar years. 

The attempt to derive from the world’s experience over some fifteen rather 
peculiar years fixed values for the key theoretical parameters (by partial correlation 
analysis) is somewhat less legitimate. The behavior of various elements in the 
balance of payments of different countries, in response to cyclical fluctuations 
in income, is determined by factors which the theoretical framework used by 
Mr. Chang does not embrace; for example, the elasticity of supply of different 
commodities, as affected by prior and current investment in the world economy; 
and the changing commodity composition of demand, in response to the 
pattern of growth in different regions. Some of these long-period factors can 
be introduced into the analysis, ad hoc, when particular times and places are 
examined; and the author’s treatment of the individual cases is more flexible, but 
less determinate, than the theoretical structure he seeks to apply. In general, 
we are likely to find that the various elasticities which figure so largely in modern 
foreign-trade analysis are less regular in their cyclical behavior than short-period 
theory would lead us to believe; and generalization, on the basis of values 
derived from the interwar experience, may be misleading. 

W. W. Rostow, Massachusetts Institute of Technology 





THEORY AND HISTORY 


The Foundations of Economics—History and Theory in the Analysis of Eco- 
nomic Reality. By Walter Eucken. Translated from the German by T. W. 
Hutchison. Chicago: The University of Chicago Press, 1951. Pp. 358. $4.75. 


This book is an attempt to resolve the controversy which has long raged among 
German economists over the relative merits of the historical method and 
theoretical analysis in economics. F,. A. Lutz, in his Introduction to the volume, 
explains that its author received his education in economics at a time when the 
Historical School was dominant in Germany. However, feeling dissatisfied, 
Eucken became the foremost opponent of the school, and he contributed to the 
revival of German interest in economic theory that developed after the First 
World War. In the present work (his swan song), he recognizes both methods 
as necessary to an understanding of economic reality, and delimits what he 
conceives to be the proper roles of each. 

The approach hitherto taken by the historians is incorrect, according to Eucken, 
for several reasons. For one thing, their efforts to describe the course of economic 
evolution in terms of a set progression through certain stages (such as Biicher’s 
household economy, city economy, and national economy) must be inaccurate, 
because a careful study of history shows that there have been repeated instances 
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of regression in the opposite direction. Nor is it possible to characterize the 
different economies of history as conforming to this or that “style” or system 
(such as Spiethoff’s household economy, city economy, regional economy, and 
national economy), because no economy conforms entirely to any one pattern— 
each comprises a diverse mixture of basic forms. And finally, it is fallacious to 
suppose, as the historians do, that principles or laws can be worked out for one 
historical period, or for one type of economy, that are not applicable to another; 
because the laws that characterize each basic form are applicable wherever it is 
found, either in time or space. 

It follows that the true foundations of economic science must be looked for, 
first, in a discovery of these elemental pure forms, which, in some combination or 
other, make up the organizational structure of every economy, and, second, in 
the working out of the laws that pertain to each of these forms. Eucken devotes 
a major portion of his work to the first of these tasks, developing an elaborate 
classification of elemental forms, and showing their applicability to various 
economies that have prevailed in history—such as the Jesuit community in 
Paraguay from 1609 to 1767, Continental Europe in the Middle Ages, Germany 
in the twentieth century, and others. 

His classification first divides all economies into two broad divisions: those 
that are centrally directed, and those that are co-ordinated through the mecha- 
nism of the market and exchange. The centrally directed economies are further 
subdivided into two types—simple, self-sufficient units existing side by side, like 
the medieval manors, and larger, more complex planned economies, such as 
the Soviet Union. Each of these subdivisions has three possible variants, according 
to the degree of authoritarian centralization that prevails in it. Exchange economies 
are classified according to the forms of market and the means of exchange that 
characterize them. The forms of market may be either open or closed, with 
various degrees of monopoly or competition prevailing; and the means of exchange 
vary from pure barter, through commodity money types, to credit moneys. The 
whole scheme constitutes a rather elaborate series of categories, each of which is 
carefully described, and illustrated by means of historical examples. Repeated 
emphasis is placed on the fact that the various categories represent ideal or 
abstract pure forms, but that actual economies are always a combination of them. 
Hence they constitute an intellectual apparatus for the understanding of real 
economic life anywhere in the world, and at any period in history. 

Eucken does not go very far toward developing the principles or laws that 
characterize the operation of the forms he has described, nor the interaction 
between them—perhaps because this has already been done, in large measure, 
by prevailing theories of pure competition, pure monopoly, monopolistic competi- 
tion, and the like. He does explain, however, that every type of economic system 
must take as given the following kinds of data: the needs which are to be 
satisfied by economic activity, the natural resources that are available, the supply 
of labor, the existing stock of produced goods (which is given for short-period 
problems, but not for long), the existing body of technical knowledge, and the 
prevailing legal and social organization. He sets forth also three empirical rules 
that are applicable to every economy: the law of diminishing utility, the law of 
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diminishing marginal returns, and the law that lengthening the average period 
of production increases output. All economic units make plans, and these plans 
must take account of the above stated given data and empirical rules. They must 
also take cognizance of the risk factor—the fact that realizations will never accord 
with the plans. 

What now of the relation between history and theory? It is by the study of 
the economic arrangements that have been found throughout history, says 
Eucken, that we are able to discover the basic forms of which all systems of 
economic organization are composed. It is also the task of history to show how the 
data, which the economic organization must take as given, came to be as they 
are. It is through changes in the data (and not through changes in economic laws 
or changes in the economic attributes of human beings) that historical forces exert 
their effects. It is the task of theory, on the other hand, to explain how the pure 
forms of the economic organization work. The laws which the theory develops 
are always true, wherever a particular form is found; and it is by means of 
these laws that we can understand what economic processes were operative in 
history, and what they are today. But, though true, a given economic law may 
not always be relevant in every historical setting, because the combination of 
forms prevailing will differ from one period and place to another. In this way 
“the Great Antinomy” (as Eucken calls it) between history and theory is 
resolved. 

One may differ with Eucken over his classification of pure economic forms. 
Many economists would object to some of his categories. One might wish, too, 
that he had gone further toward developing the principles which characterize the 
interaction of these forms in actual economies in being. As it is, the book is 
chiefly a taxonomic and methodological essay, which leaves the reader wondering 
just how much it contributes, after all, to our understanding either of economic 
history or of the contemporary economic process. Yet perhaps this is too much 
to expect. Eucken’s ideas are stimulating, and he has made some constructive 
suggestions which subsequent writers may be able to apply with fruitful results. 
The book does shed much light on the relations between economic theory and 
history, and the author’s many wise observations on numerous questions over 
which there has been controversy in this area make it well worth reading. 
There is something fascinating, too, in the thought that all economic organizations, 
everywhere, can be reduced to a few standard forms, an understanding of which 
constitutes an instrument sufficient to explain every type of economy. So far as 
this reviewer is concerned, Eucken has established this point convincingly—and 
that constitutes a very worth-while contribution. 

A special word of commendation is due to Mr. T. W. Hutchison, for his 
excellent translation of Eucken’s book into lucid English. 

Raymonp T. Bye, University of Pennsylvania 
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The Economics of the International Patent System. By Edith Tilton Penrose. 
Baltimore: The Johns Hopkins Press, 1951. Pp. xv, 247. $4.00. 


Forty countries handle foreigners’ applications for patents in accordance with 
the rules of the International Convention for the Protection of Industrial Property. 
Signatory states are bound by the agreement to treat such applications the same 
as those of their own nationals, and to award priority to the first applicant for 
a patent, regardless of where the original application is filed. The right of priority, 
if exercised within one year after the first filing through application in the member 
country, guarantees the applicant a patent there if the invention is otherwise 
patentable in terms of subject matter, novelty, etc., as required by the internal 
law of the state. 

Mrs. Penrose’s interesting little book tries to evaluate the economic merits of 
this arrangement. After a brief but authoritative survey of the development of 
the patent system and the arguments for and against it, she describes the develop- 
ment of the patent provisions of the International Convention. The economic costs 
and gains resulting from the two rules noted above are then appraised. Most 
individual countries, the author concludes, lose more than they gain. Each loses 
the extra output producible with the technology it closes off by issuing domestic 
patents to foreigners. Each gains monopoly profits by exporting goods protected 
by patents issued to its nationals by importing or competing exporting countries. 
The economic value of the technology that a country forbids its own nationals 
to use in most cases will exceed the monopoly profits which the same country 
derives by patenting abroad and preventing others from using its discoveries. 
Consequently, the individual country would generally benefit if it issued no 
patents to foreigners, even though, in so doing, its own nationals lost similar 
rights abroad. Moreover, Mrs. Penrose concludes, the world as a whole probably 
loses more through restrictions on the use of existing technology imposed by the 
issue of patents to aliens than it gains through the alleged extra invention 
induced by the prospect of patent rights. Despite this, however, she argues that 
so long as national patent systems exist, some kind of international agreement is 
necessary: in the absence of such agreements, patents would be sought primarily 
in market countries or in countries of major competitors, causing repercussions 
of an undesirable kind on the location of industry. As the best remedy for the 
present situation, Mrs. Penrose therefore proposes compulsory licensing at 
“reasonable royalties” of patents “primarily worked abroad,” and the complete 
exemption of unindustrialized nations from international patent arrangements. 

The analysis and recommendations are vulnerable to criticism, partly because 
the information necessary to reach irrefutable conclusions is so largely lacking. 
Those persons most likely to know how important patent rights (domestic or 
foreign) are to the processes of invention, innovation, and diffusion are precisely 
those whose interests are too immediate to be impartial. Yet, if we accept the 
assumption of the author that the adoption of her proposals would encourage 
a more rapid rate of technical change, it is by no means certain that total output 
would increase as a result. New techniques sometimes use workers formerly 
employed elsewhere but render completely idle those who had worked at the 
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old techniques. Roughly stated, on purely rational grounds, a private entrepreneur 
will introduce a change in technique when, for the desired output, the prospective 
total costs with the new technique are less than his existing total variable costs. 
Since labor costs are variable to entrepreneurs but largely fixed to society, an 
entrepreneurially determined rate of technical change may exceed the social 
optimum rate. Whether this possibility has been realized is a matter for specula- 
tion, but, if it has, the alleged restrictive effects of the patent system, including its 
international aspects, might be to the good. 

Even if a more rapid rate of technical change is the objective, an appreciable 
increase in the use of compulsory licensing as proposed by the author might have 
an opposite result. Since a substantial fraction, in some cases over half, of all 
patents granted in European countries are issued to foreigners, and since many 
of the inventions involved are patented in several countries, it is entirely possible 
that greater restrictions on the rights of patentees might substantially curtail either 
inventing or patenting in the inventor's own country as well as abroad. Such 
reduction of either of these activities would indefinitely postpone the day when 
the new knowledge became available to all, and a reduction of patenting seems 
fairly likely in the case of inventions that relate not to products whose sale 
discloses their nature, but to methods of production which might be kept secret. 
That compulsory licensing of foreign patents might reduce not only the number 
of inventions patented abroad but even the number patented, and therefore 
published, in the country of origin, seems entirely to have escaped the author’s 
notice. For such inventions, absolutely no cost is entailed when a country grants 
patents to foreigners. 

A positive effect of compulsory licensing on the rate of invention, not noted 
by the author, is that inventing of improvements could then proceed in areas of 
technology still protected by basic patents with the assurance that the results 
could be used. 

Mrs. Penrose’s book contributes effectively to the arsenal of those who wish 
to dilute the patent system. Yet, despite its frequent cogency, it is unlikely to 
make many converts. We still know comparatively little about the net quantitative 
effects of patent systems, national or international, and Mrs. Penrose seems 
sometimes to be as confused as the rest of us. Thus, on page 118, it is inventions 
which are “not of basic industrial importance .. . that... are strongly in- 
fluenced by the patent incentive,” but on page 128, we are informed that “There 
is probably considerabl- force in this argument [that] ... the more costly, 
risky, time consuming < revolutionary inventions, though few in number, need 
the strongest protection. These are the marginal inventions with respect to any 
patent system, no matter how extensive, and yet can often be considered the most 
important.” One would like to know which of these two kinds of inventions we 
are more likely to lose (if either) before accepting her proposals. 

These comments are not intended to detract from the objectivity and scholarship 
which the book generally maintains. It is surprising that Gilfillan’s Sociology of 
Invention was not included in the otherwise excellent bibliography. 


Jacos ScHMoox.er, Michigan State College 
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Economic Fluctuations in the United States, 1921-1941. By Lawrence R. Klein. 
[Cowles Commission for Research in Economics, Monograph No. 11.] New 
York: John Wiley & Sons, 1950. Pp. xi, 174. $4.00. 


Business Cycles in Selected Industrial Areas. By Philip Neff and Annette Weifen- 
bach. [Published for the John Randolph Haynes Foundation.] Berkeley and 
Los Angeles: University of California Press, 1949. Pp. xili, 274. $4.00. 


Economic thinking for generations has been marked by two major strains, 
often in conflict with each other. One consists of logical deduction from a few 
simple premises, premises supposed by those who use them to be abstractions 
from actual economic behavior. The other emphasizes detailed and extensive 
observation of what has happened—essentially the historical method. Such 
observation frequently suggests that the premises chosen by logical theorists are 
misrepresentative of reality, either because the assumptions are in themselves 
invalid or because other factors excluded by the logicians exercise a controlling 
influence over events. 

The intellectual tool par excellence of the a priori theorist has of course become 
the symbolic logic of mathematics. The instrument par excellence of the em- 
piricist has become statistical measurements, usually arranged in time series. Many 
think that if economics is to be a mature science, mathematics must be wedded 
to statistical records, so that theory may illuminate experience, and the test of 
prediction may be applied. The econometricians have undertaken heroic pioneer 
work of this sort, like Mr. Klein’s study of economic fluctuations in the United 
States, 1921-1941. This presents mathematical models consisting of symbols for 
which existing statistical data may be substituted. 

One difficulty of this endeavor is the rigors it imposes on the reader; few 
untrained in the specialty are able to follow the mathematics in detail. Another 
difficulty is the immense labor involved in working with the models; Mr. Klein 
develops one which includes no less than sixteen simultaneous equations. Less 
elaborate models are not complete enough to satisfy all the requirements of the 
logician, but adequate statistical data are usually lacking for many of the terms 
of the more nearly complete statements. 

So far, no such effort has succeeded in making accurate prediction possible. 
Mr. Klein’s own model, subsequently tested by another econometrician both in its 
original and in a revised form, failed notably to fit the actual course of events after 
1941. This reviewer is incompetent to judge whether the fault lies in any defect 
of the mathematical manipulation. It may possibly be found in inadequacy of the 
statistical material. Some significance, however, must surely be attached to the 
fact that as a major premise Mr. Klein adopts a theory of the firm and the 
consumer which, although somewhat more sophisticated than the traditional view 
that the businessman strives simply to maximize profits and the consumer to 
maximize welfare, still adheres to the tacit assumption that what happens in 
the aggregate is nothing more than the resultant of the economic motives of 
atomlike economic units, after allowance is made for such “exogenous” factors 
as growth of nonfarm population, government revenues and expenses, corporate 
savings and investments, and the like. 
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Econometrics might for the present contribute more if it turned its attention 
to less ambitious projects in parts of the field. It seems likely that a good deal 
of the traditional micro-economic theory will turn out to be irrelevant in the 
operative sense because it is incapable of being tested. What is probably needed 
is a new body of theory, suggested by the kind of empirical material available or 
possibly available. 

The study by Neff and Weifenbach of Business Cycles in Selected Industrial 
Areas is a good example of the useful type of empirical study which breaks up 
oversimplified concepts derived from observation of large aggregates. It follows 
the cycles of 1929-1945 separately in six industrial areas in the United States. 
As would be expected, the cyclical experience of these localities differs from the 
national pattern, and each differs from the patterns of the other five. It is difficult, 
however, to identify the source of the differences. 

The main conclusions of the authors are negative. No support is found for 
the opinion that, in timing, cycles move from east to west After 1929, divergences 
in timing are less noticeable than before, but the authors attribute this fact to 
the severity of the depression of the 1930’s rather than to any permanent tendency. 
Only one measure of fluctuation was found to lead others consistently—bank 
debits. In Cleveland and Detroit fluctuations of employment occurred earlier 
than in other regions; this fact may reflect their concentration on durable goods 
industries. 

Regional variations in duration of fluctuations exist, but not in any predictable 
pattern. Neither rapid rate of growth nor specialization in manufacturing seems 
to have any effect on the length of the cycle. The relative amplitude of fluctuation 
cannot be related to the degree of industrial diversification. Only Detroit showed 
a measurably less stable pattern than other regions. 

One possibly significant general observation is that the cycles in the various 
areas were more alike when prices were changing rapidly. Yet any area may 
experience an important slump in business conditions while prices are stable, 
or recover while prices are falling. 

Even if observations of this sort do not cause legitimate doubt about the 
broad generalities based on large statistical aggregates freely entertained by many 
economists, they do show the necessity of caution in applying such generalizations 
even to a unit as important as a region, not to mention the individual occupation 
or business. 

GerorcE Soute, Bennington College 


MEN IN BUSINESS 


Men in Business: Essays in the History of Entrepreneurship. Edited by William 
Miller. Cambridge: Harvard University Press, 1952. Pp. ix, 350. $5.00. 


This is an assortment of eleven biographical sketches and essays, three on 
foreign and eight on American topics. Considering the variety of subject matter 
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and the dozen authors, the articles are well integrated. Five of the authors are 
economists, six are historians, and one is an economic sociologist. All the chapters 
show a high quality of scholarship; two are outstanding. The central theme is 
the question of what made each personality examined a success or a failure: 
there are examples of both. Success generally seemed to depend on whether a 
man conformed to the social and business mores of his time and country. Less 
emphasis, in fact not enough emphasis, is placed on whether he respected or 
flouted certain basic economic principles such as not trading on too thin an equity. 

After suitable introductions by Arthur H. Cole, godfather of entrepreneurial 
history, and by William Miller, the editor, the book opens with a chapter by John 
Sawyer who asks, “Why do men in business behave so differently all over the 
globe?” In answer he compares the cultural background of the French and 
American businessman, emphasizing three criteria—recruitment, motivation, and 
behavior. For generations in France “the strong wills and strong intellects” have 
gone into the army, government service, journalism, etc. The best have not been 
recruited into business. Second, “the self-made man has not been a hero in 
France.” A social code of “to each according to his station” offered “fairly limited 
immediate social rewards.” Finally, in terms of behavior, “The rules of live and 
let live, of maintaining each in his place and function, of respect for status, class, 
and tradition, have sanctioned patterns opposed to the working of market 
forces” (pp. 14-17). 

David S. Landes tells beautifully the story of the rise and fall of Edouard 
Dervieu, private banker of the viceroy of Egypt in the 1860’s. Dervieu achieved 
that position through personal friendship and his ability to get funds to lend 
to the viceroy. He fell when he exhausted his credit. The story is told largely by 
well-chosen excerpts from the candid correspondence of Dervieu and his inter- 
national banker in Paris, Alfred André. The two were markedly different person- 
alities: Dervieu was optimistic and somewhat grasping, André counseled caution 
and a policy of sharing success. The story illustrates both the book’s theme and 
Sawyer’s analysis of French business practices. 

Hugh Aitken brings us nearer home, to Canada about 1821. Young William 
Hamilton Merritt overextended himself in business in a limited market, failed, 
and was then helped by a “rich uncle.” The story is well told but thin. In business, 
as in sport, men frequently learn most from their failures. Merritt’s made him a 
persistent, and eventually a very successful, promoter of canals and railroads in 
Canada. 

Robert Lamb analyzes the family, business, and political relationships of the 
Lowells, Cabots, and Jacksons, the Lawrences and Appletons, the Durfees and 
Bordens, from the Revolution to the Civil War. He shows how the New England 
textile business was dominated by an oligarchy which generally followed the lead 
of one spokesman. At one time it was Nathan Appleton, at another Abbott 
Lawrence. The spokesman’s influence in politics was considerable too. 

Dorothy Gregg paints a vivid biography of John Stevens. He was power 
hungry and ambitious to be remembered as an “inventor,” first of the steamboat 
and then of the railroad. He was not an inventor but an intriguing promoter 
with capital and political connections. The true inventors rarely got the recognition 
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that they deserved. “The evolution of techniques of credit and accumulation of 
money funds made it impossible for the mechanic to capitalize his own innova- 
tions. Thus the aid of the businessman was necessary if innovations were to be 
commercialized” (p. 137). 

Richard Wohl sketches the life of Henry Noble Day, a young man who should 
always have been a minister or professor but chose for several years in the 1850's 
to be the leading businessman of Hudson, a little Ohio community. The results 
were disastrous. His optimism led him to overborrow from his relatives and 
overbuild the community. The nation is littered with communities that once 
had metropolitan ambitions but I have never seen a better case study of the 
rise and fall of one. 

Harold Passer tells of Frank Julian Sprague who was both inventor and 
successful promoter of the electric trolley, the subway and elevated, and the 
elevator, all of which became prominent after about 1890. There is never a doubt 
of Sprague’s inventive genius, but his barely successful business efforts to install 
trolley lines in Richmond or elevated lines in Chicago before the deadline are 
definitely melodramatic. His pioneer achievements were quickly followed by 
great financial success and personal recognition. 

Douglas North relates the story of the rise of the tontine type of life insurance 
during the last generation of the nineteenth century. Up till then life insurance, 
according to Colonel Jacob Greene of the Connecticut Mutual, was limited to 
providing family protection at minimum cost. There was no real penalty for 
dropping out, no extra prizes for long life. The new insurance contained such 
penalties and rewards and it gave the companies more capital. Hence, they could 
hire energetic salesmen and pay them better. This forced the older form of 
insurance company into the background. 

Alfred Chandler writes well of Henry Varnum Poor, author of Poor’s Manual 
of Railroads of the United States. As early as the 1850’s Poor was urging manage- 
ment in big railroads to improve themselves in “organization, communication, 
and information.” He stressed that passing information from the bottom to the 
top was, if anything, more important than passing orders from the top down. He 
emphasized that the management should have full information on its costs. 
He believed that the major trouble was that the managers of railroads did not 
own them and that the owners did not manage them. This was long before 
Berle and Means. His solution was for the owners to lease their roads to the 
managers. He believed in publicity of the railroads’ financial condition to safe- 
guard stockholders. Poor made some headway with his ideas but he was in 
advance of his time. We are only now facing some of the issues he raised. In 
Poor’s day railroads needed capital first and those who would provide that might 
manage as they pleased. 

Frances Gregory and Irene Neu have a chapter on the “Business Elite of 
the 1870's” and William Miller has a similar chapter on those of the twentieth 
century. Both are projects of the Research Center of Entrepreneurial History. 
In the first the backgrounds of some 190 American business leaders are analyzed 
as to birthplace, education, age of going to work, religion, and father’s occupation. 
Definite conclusions are reached. In the second a similar number of backgrounds 
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are analyzed in terms of type of career, date of birth, type of first job, age at 
first job, and number of jobs. The successful businessman is shown to be a bureau- 
crat who has come up through the ranks and has achieved success by conforming 
and by having the right personality and the right social background. Much 
depends even on how well a man “looks the part of the executive” (p. 298). The 
predominance of bureaucrats in industry goes much further back into the 
nineteenth century, Charles Beard notwithstanding, than is generally realized 
(p. 300). This correction of a misconception is a significant contribution. 

There are forty-two pages of footnotes at the end of the book. For convenience 
as well as interest they should have appeared at the foot of each page. There are 
No pictures, maps, charts, or tables. Someone deserves a vigorous vote of censure 
for not even providing an index. 

On the whole the authors offer convincing proof that it was more difficult for 
the nonconformist to succeed in business than for the conformist. They fail to 
stress, however, that it was chiefly the nonconformist minority of the last century, 
the men with names we know, who wrought the great changes which we call 
progress. 

Donatp L. Kemmerer, University of Illinois 


Het Handelshuis Van Eeghen. By J. Rogge. Amsterdam: Privately Printed, 1949. 
Pp. 422. 


For two centuries the Van Eeghens have been among the leading merchant 
families of Amsterdam. A senior member of the firm, J. Rogge, has now written 
the history of their business house. He undertook to put in order the archives of 
the company during the period of the German accupation of Holland. Materials 
from these archives, as well as from the Oud Archief of the city of Amsterdam, 
constitute the backbone of this handsomely printed and illustrated volume. 

In the early years of the present century a collection of printed business records 
was introduced by their editor with the remark that “the inside history of 
commerce has received scant treatment in Holland.” Since Nanninga Uitterdijk 
uttered his complaint, a good deal more has become known about matters of book- 
keeping, organization, and everyday management in Dutch commercial enter- 
prises. While Mr. Rogge’s book adds no startling new insights, it gives us a 
lively account of the way in which commerce was carried on in the eighteenth 
and nineteenth centuries, and it lends support to some pre-existing gencralizations. 
The author includes factual materials on profit and loss in various periods, lists 
of agents, and the composition of assets. 

The early history of the house goes back to the first half of the seventeenth 
century when the Van Eeghens, who were Mennonites, migrated from the Catholic 
Southern Netherlands to the Republic of the United Provinces. First they moved 
to Aardenburg (1632), thirty years later to Amsterdam. In this commercial 
metropolis Jacob van Eeghen laid the foundations for the firm’s future greatness 
by his undertakings in shipping and in the linen trade. In the eighteenth century 
the Van Eeghens imported and exported commodities, particularly colonial 
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products and textiles; they also dealt in exchange and insurance, and they financed 
governments and economic enterprises. 

Between 1790 and 1830 the house acquired vast interests in North American 
land. During the same period active commodity trade tended to become less 
important, and the firm mostly performed services for others, particularly Ameri- 
can merchants, on a commission basis. Later in the nineteenth century commodity 
trade began to revive, but on a different basis than had been customary in the 
eighteenth century. Commercial intermediaries became less important when 
communications became fast and reliable, and when the quality of many 
products became highly predictable. The mercantile role of the Van Eeghens 
consequently declined; but their role in the financial sphere was a source of new 
opportunities. By granting credit and loans the house became more immediately 
involved in productive enterprises demanding capital; for instance the rising 
textile factories in the eastern provinces of the Netherlands, new plantations in the 
Far East, and steamship companies. Around 1910 three Van Eeghen partners 
were represented on the boards of twenty-nine joint-stock companies. 

Mr. Rogge’s book contains not only a business histc:y but also a family history; 
from the nature of the subject the family and the business are practically 
inseparable. The author has given lively and readable characterizations of several 
leading partners. A reader who expects to be enlightened on the subject of the 
psychology of the businessman of earlier periods will however be disappointed. 
The quality of the sources used may have something to do with this defect; 
but it is also possible that Mr. Rogge has not analyzed his protagonists because of 
his respectful admiration for them, or because of a lack of psychological interest. 
He describes some relevant incidents: merchant’s sons leave school early to serve 
an apprenticeship with befriended houses; departing partners distributed gifts 
among the personnel; leading partners and clerks work in the same room on 
similar tasks; until 1895 the office was located in the house of the leading partner. 
All these facts show how slowly and gradually the “depersonalization” of the 
enterprise, to use Sombart’s term, did advance in Amsterdam commerce. 

Stability is the keynote of the firm’s existence, and the family base undoubtedly 
contributed to its resilience. It is of interest to note that when outsiders are 
taken in as partners they prove a stimulating influence; this holds for Hendrik 
Seye, who was a partner from 1799 to 1822, and for Henry Plate, Jr., a partner 
from 1878 to 1889. One of the Van Eeghens was known as “the last of the 
private underwriters.” The firm was later than most other Amsterdam houses 
in abandoning shipping to newly arising, specialized companies. 

From the economic historian’s point of view the book may be criticized for its 
inadequate organization; the mass of detail is sometimes bewildering. We are 
becoming more and more used to the need for a frame of reference and a wider 
perspective behind any specialized monograph. Undoubtedly the same data to 
which Mr. Rogge had access could have been used to more advantage by economic 
historians with a training in psychology and sociology. On the other hand, the 
book was not intended to be more than a narrative history, enabling us to relive 
past experiences. And since the experience of living people is chaotic rather than 
following the course of a reasoned argument, the somewhat rambling presentation 
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of data of the most diversified kind somehow contributes to the feeling of firsthand 
contact with business which Mr. Rogge conveys. 
Jecte C. Rremersma, University of Toronto 


The Trowbridge Woollen Industry as Illustrated by the Stock Books of John 
and Thomas Clark, 1804-1824. Edited by R. P. Beckinsale. London: Wiltshire 
Archaeological and Natural History Society, 1951. Pp. xxxv, 249. 


Here are the bones of a British business history, but, alas, no meat! The growing 
number of American business and economic historians who seek in the thought 
of the businessman of the past an explanation for his actions will find nothing 
of interest in this volume. The Trowbridge Woollen Industry (a misnomer, since 
the volume is anything but an industry study) is essentially a reproduction of 
selected records of a venerable British woolen manufacturer, compiled with that 
reverence for the minute and the antique which seems to be traditional across the 
water. Twenty-eight text pages introduce the firm of J. and T. Clark and present 
sufficient information about the trade to guide the reader who wishes to plunge 
into the following 227 pages, which list the stock-book entries of the firm over a 
two-decade span. The introduction is very well done, though I found nothing in 
it which was not more comprehensively available elsewhere. 

Such a treatment, of course, gives no feeling for a great many subjects normally 
considered to be indispensable to an understanding of company history. The 
omission of effective references to labor, wages, competitive circumstances, eco- 
nomic background, and much else, in fact, disqualifies this work from classifica- 
tion as a business history. Such, I am certain, was not the intent of the author. 

The minute listing of inventories and manufacturing assets, together with the 
monetary values of those assets, might prove useful to students interested in the 
mechanics of the early British textile industry. My personal feeling is that stock 
books unaccompanied by detailed income and outgo statements have an extremely 
limited horizon. In short, this is a skeleton from which the lumbar vertebrae are 
missing. 

Grorce Sweet Gis, Harvard Graduate School of Business Administration 


The Farr Alpaca Company: a Case Study in Business History. By Frances Corn- 
wall Hutner. [Smith College Studies in History, Vol. XXXVII.] Northampton, 
Mass.: Smith College, 1951. Pp. v, 107. 


In 1923, when the Farr Alpaca Company of Holyoke, Massachusetts, was 
forced into liquidation, its directors voted to turn the records of the company 
over to the Smith College Council of Industrial Studies. No restrictions, it appears, 
were placed upon access to or use of the material. The stage was therefore set 
for the writing of a business history under almost ideal conditions. This task has 
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been carried to completion in the present volume, written originally as a doctoral 
dissertation at Columbia University under the guidance of Carter Goodrich. 

In many ways this relatively short monograph is a model of what a business 
history should be. I am especially impressed by the skill with which the author 
has integrated her primary sources, the records of the company, with the best of 
the secondary literature, such as Cole’s American Wool Manufacture and 
Taussig’s Tariff History. The result is, of course, that the story of this individual 
company is presented against a background of developments in the industry and 
the national economy in a thoroughly able manner not typical of most business 
histories. 

A high spot of the book is the treatment of financial policy during the period 
of expansion (1873-1923). Here the author’s analysis of the accounting devices 
by which the company was able to pay dividends which for a decade averaged 
over ninety per cent per annum, while at the same time reinvesting substantial 
sums in the expansion and improvement of capital equipment, deserves high praise. 
Competent, too, are her treatments of the role of the tariff in the fortunes of the 
Farr Company, and of the means whereby the company achieved and maintained, 
almost to the end of its existence, what amounted to a complete monopoly in the 
sale of its principal product, alpaca coat linings. 

I am less happy about the author’s analysis of the company’s decline and final 
liquidation. The thoroughness of her discussion of the external factors (such as 
the increasing popularity of “skeleton” and rayon coat linings) which called for 
a change in company policy only high-lights the relative superficiality of her 
analysis of why such a change did not take place. Pressure on second-generation 
management to live up to an inherited prestige did not necessarily imply a 
disinclination to turn to new and more lucrative products, although it may have 
had something to do with willingness to pay dividends in years when profits 
were not earned. More space, I would suggest, might well have been devoted 
to following up clues suggested in interviews, such as charges that management 
failed to use the company’s erstwhile surpluses for research and the development 
of new products, that salaries were not cut soon enough, and that members of 
top management were chiefly interested in what they were leaving to their estates. 
In general, the effect on management of a prolonged period of highly prosperous 
monopoly deserves more consideration than it receives. This, however, would 
certainly have demanded an investigation into the processes of policy formation 
(as distinct from execution) considerably more detailed than that actually pro- 
vided. But here, perhaps, we are confronted with the limitations inherent in the 
basic source material. 

Hucu G. J. Arrxen, Harvard University 


The Irvine Ranch of Orange County, 1810-1950. By Robert Glass Cleland. San 
Marino, Calif.: The Huntington Library, 1952. Pp. 153. $3.50. 


Here is an unpretentious little book which is worthy of praise and attention. 
It deserves the former because of its sound though unobtrusive scholarship and 
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its interesting and colorful descriptions of men and events; it merits the latter 
because it spotlights a significant, if too long neglected, aspect of California 
history, the commercialization of agriculture. In 153 pages, Robert Cleland, a 
serious and prolific student of California history for a half century, unfolds the 
story of a large southern California ranch which owes its origins to the old 
land-grant system of the Spanish-Mexican regime and which has been in the 
possession of a single family since 1864. Supplementing his research in the 
voluminous Irvine Ranch collection with research in standard sources, secondary 
works, and newspaper files, Mr. Cleland has written more than just a case history 
of one of the remaining large landholdings of southern California. It is his 
emphasis upon the evolutionary development of a Spanish and Mexican institu- 
tion which is, to this reviewer, one of the most praiseworthy features of this 
book. The story of the Irvine Ranch is the means through which Mr. Cleland 
illustrates the effects of the economic, political, and social dislocations of nine- 
teenth- and twentieth-century California upon land ownership and agricultural 
policies and practices. 

This work also suggests numerous rewarding areas for further study and 
research: for example, the commercialization of agriculture in the latter part of 
the nineteenth century, the organization of American and European emigration 
companies to attract settlers and farmers to California, and the rise of various 
types of co-operatives. 

Mr. Cleland has written an interesting account of a significant aspect of the 
economic history of California. He has set a high standard, both a scholarly and 
a literary one, and it is hoped that this monograph will invite other similar and 
related studies. 

Vincent P. Carosso, Carnegie Institute of Technology 


Steel Trails to Santa Fe. By L. L. Waters. Lawrence, Kan.: University of Kansas 
Press, 1950. Pp. 500. $4.00. 

Railroads down the Valleys: Some Short Lines of the Oregon Country. By 
Randall V. Mills. Palo Alto, Calif.: Pacific Books, 1950. Pp. ix, 151. $3.50. 

Main Line of Mid-America: The Story of the Illinois Central. By Carlton J. 
Corliss. New York: Creative Age Press, 1950. Pp. xv, 490. $4.75. 

The Lackawanna Story: The First Hundred Years of the Delaware, Lackawanna 
& Western Railroad. By Robert J. Casey and W. A. S. Douglas. New York: 
McGraw-Hill Book Company, 1951. Pp. 223. $4.00. 


Of four recent additions to the growing literature of railway history, two are 
written by academic scholars, one is an authorized history by a long-time 
railroad employee, and one is a purely popular book by two veteran news- 
papermen. 

As an attempt at a full-length study of a major carrier, Mr. Waters’ history of 
the Santa Fe is successful in some ways but is not as good a book as it should be. 
Its virtues are in its comprehensiveness. The construction and acquisition of all 
the many parts of the Santa Fe system are described in considerable detail. 
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There are chapters on labor relations, Fred Harvey, technological advances, and 
land grants. There are good analyses of traffic and tonnages in different periods, 
The account of changes in operating revenues and in financing methods is 
excellent. The author is at his best in dealing with the financial aspects of the 
Santa Fe’s history, although there is no reference to Stuart Daggett’s thorough 
analysis of the Santa Fe’s reorganizations. 

But the book suffers from its extensiveness. “A thousand and one sources 
provided the material,” according to the Preface, and many libraries are men- 
tioned. It is unfortunate that the main source was not the archives of the com- 
pany itself. Surely the contemporary correspondence of the president’s office 
would have revealed answers to such questions as why the Santa Fe acquired the 
Frisco in 1890 with its burden of fixed charges, a question which “has confounded 
every succeeding generation of officials” (p. 201. Italics added). There is no 
bibliography and no description of the records or files of the Santa Fe nor any 
mention of what use, if any, was made of them. Only the most meager documenta- 
tion is given throughout the book. 

An interesting chapter on “Peopling the Prairies” describes the methods used 
by the Santa Fe to colonize its land grants, but there is no indication that Mr. 
Waters is familiar with the literature on the land-grant controversy. Nor has he 
used W. S. Greever’s admirable study of the Santa Fe’s land-grant policies (doctoral 
dissertation, Harvard, 1948). Furthermore, in his zeal to defend the carrier he 
repeats the ancient argument that the railroad land grants cost the government 
nothing: “Any apparent financial loss to the Government was actually offset by 
the doubling of the prices of the alternate sections of Government land lying 
within the outer limits of the grant” (p. 255). This is, of course, fallacious as 
D. P. Locklin, among others, has shown in his Economics of Transportation 
(p. 111). 

The book is writen in a bouncy, breezy style with liberal use of exclamation 
points and repetition of anecdotes and stories, one admittedly for the thousand 
and first time (p. 151). This, together with some rather arch chapter headings 
such as “Tremblingly Clipping Coupons,” tends to detract from a work which 
has enough solid material in it to be taken seriously. 

Randall V. Mills has written in affectionate terms the history of five short lines 
in Oregon. While only “tangents to history,” these roads nevertheless served 
economic needs and offer examples of less spectacular entrepreneurship. The 
narrow-gauge Walla Walla and Columbia River Railroad was built to feed 
wheat to the steamers on the river thirty miles down the valley. It passed into 
Henry Villard’s hands in 1879 and became an undistinguished branch line. The 
Oregon Pacific Railroad had grandiose visions of becoming a transcontinental but 
ended up as a minor cross-valley lumber road, acquired by the Southern Pacific 
in 1907. Built originally to reach the gold mines near Bohemia (1902-1905), 
the Oregon and Southeastern Railroad (“Old Slow and Easy,” also narrow- 
gauge) came to be sustained by lumber and passenger traffic. The City of 
Prineville Railroad (about twenty miles long) is unusual in being one of the 
few municipally built and operated railroads in the country. It was a long, tough, 
but successful fight. Its economic justification is largely in transporting lumber. 
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The East Side Railway was quite a different thing: an electric interurban line 
running south from Portland, in 1893 the first interurban road in the United 
States (p. 97). It prospered, declined, and rose again in response to changing 
needs in urban transportation. 

Carlton Corliss’ history of the Illinois Central will have to be classed as a 
“popular” history since it is undocumented and tells the story largely in terms of 
personalities and contains much purely imaginative stuff. Nevertheless, it repre- 
sents extensive research (including use of the company’s files in Chicago) and is 
thoroughly satisfactory in tracing the early history of the many railroad com- 
panies which went into the formation of the Illinois Central. To help the reader 
a series of good period maps is provided. There is much valuable information 
on traffic developments, financial struggles, contests over control of the corpora- 
tion, and the growth of mid-America. I wish it had been possible to devote more 
space and effort to traffic and rate history, of which we know little about most 
railroads. The details of the origins of each component line, on the other hand, 
tend to become repetitious. The pattern is perfectly clear and repeats itself over 
and over again. 

For a summary of the financial aspects of the Illinois Central, including ton- 
nages and sources of income as well as a brief account of the main steps in 
its expansion, the economic historian will also want to refer to the excellent 
Centennial Report issued by the railroad in 1951 (45 pages). 

The story of the Lackawanna by Casey and Douglas is hardly more than 
a romanticized version of one chapter in Professor Bogen’s well-known work on 
the anthracite railroads. In thirty-one pages of the latter the economic historian 
will still find the essential facts about the Lackawanna. One of the dangers of 
popularization is illustrated by the following sentence from Casey and Douglas: 
“This tremendous modernizing job went into maintenance-of-way cost and shot up 
the operating ratio” (p. 106). This is confusing to the reader who might well 
expect that the effect of straightening line, reducing grades, and so on (that is, 
modernizing) would be to reduce operating and maintenance expenses and 
hence reduce the operating ratio. The meaning is not clear until one compares 
this sentence with the one in Bogen from which it must have been taken: “A 
large part of these capital expenditures were included in maintenance of way 
accounts, which of course resulted in a sharp rise in the operating ratio” (p. 105). 

JosepH T. Lamsiz, Wellesley College 


GOVERNMENT CONTROLS 


A Short History of O.P.A. By Harvey C. Mansfield and Associates. [Historical 
Reports on War Administration: Office of Price Administration.] Washington, 
D.C.: Government Printing Office, 1947. Pp. vi, 318. 55 cents. 


This is a competent history of one of the important wartime agencies, which 
is not to say that it is a penetrating and stimulating account of the successes and 
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failures of price control and rationing. A superior government document of 
this type may be expected to be accurate, systematic, and complete; all this and 
more may be said of this particular document. It may not, however, be expected 
to probe too deeply into dark corners nor may it be expected to illuminate the 
intense cleavage of interest that dominated every important action in the history 
of price control. 

The volume is organized along functional lines and, after a brief review of the 
experimental period preceding the enactment of the Emergency Price Control 
Act, the discussion marches systematically through an account of price control, 
rent control, rationing, and the various organizational, enforcement, and _public- 
relations problems that confronted O.P.A. It can certainly be said that we have 
here a handy book of reference of use, in particular, to those who already have 
a pretty good understanding of what the fundamental problems of price control 
were all about. It would be a mistake, however, to expect the uninitiated to 
acquire such an understanding from the pages of this volume. 

The central question that confronts anyone in a study of the wartime price 
experience is how it was possible, in a situation in which income formation was 
running far ahead of goods production and in which well-organized pressure 
groups were clamoring for more, to accomplish as significant a slowing down of 
the inevitable upward movement of the price level as was, in fact, accomplished. 
To this reviewer the achievement was remarkable; it was effective price control 
that produced the tremendous volume of war-time savings in the United States 
and not vice versa. The answer lies essentially in the ways and means by which 
there was accomplished such a workable political balance among business, labor, 
and farm groups that each abstained from disruptive action on condition of 
tolerable behavior from the others. The story of this achievement properly begins 
with the General Maximum Price Regulation of April 28, 1942, and may, for all 
practical purposes, be said to end with the “Hold the Line” Order of April 
8, 1943. After the issuance of this order came two years of a practically stable 
price level. What made this economic balance possible, however, was the working 
out, during the period from April 1942 to April 1943 of something like a 
political balance. 

There is little in the pages of the volume under review to illuminate this 
central problem and its solution. While all the relevant “facts” are there, the 
facts do not tell the story we need to know. There is, it must be presumed, good 
reason why this is so. An official public history of an agency that carried on its 
operations in an intensely political environment is, perhaps, not to be chided for 
leaving out the politics. In this case, however, to leave out the politics means 
leaving out an essential part of the story. That is why this book is likely to be 
more useful as a reference book for those who already know the story than as 
a guide for beginners into the mysteries of price control. A public history can be 
useful, but there would still appear to be room for private analysis. 

Epwarp S. Mason, Harvard University 
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The Growth of a Central Bank: The Development of The Commonwealth Bank 
of Australia, 1924-1945. By L. F. Giblin. Melbourne: University Press. 1951. 
Pp. xi, 363. 30s. 


Personalities vie with ideas to influence economic forces in this history of 
what Plumptre called “certainly one of the most remarkable financial institutions 
in the British Dominions.” The book throbs with vitality. Giblin develops con- 
vincingly a thesis expressed at the close of his introduction. “It remains true that, 
with the powers given to the Commonwealth Bank in 1924, progress towards 
effective central banking was likely to be slow in ordinary times. It would be 
only in times of great financial stress that much development of central bank 
control could be expected. Fate, however, was to be lavish in providing these 
conditions, first in the depression of 1930-33 and again in the war of 1939-45 
and the period of controlled inflation which followed.” 

The book covers the years between two Commonwealth Bank Acts—that of 
1924 which replaced the position of governor with that of a board of directors, 
and that of 1945 which reversed the process. The ostensible purpose of the 
earlier bill was to turn the Commonwealth Bank into a central bank. Giblin 
shows that it did so only on paper. One reason for the slow development is 
reflected in a gem of Giblin’s style (pp. 22-23), which relates to Earle Page, 
Commonwealth Treasurer: “He would leave it all ‘to the experts.’ No doubt 
he was perfectly well aware that there were no real ‘experts’ available, and that, 
if there were, he would not appoint them.” 

One item of great interest is a memorandum (p. 40) of Montagu Norman 
setting out the principles on which central banking should be used. Giblin com- 
ments laconically: “We may guess that the Bank of England had not yet [the 
memo was written in 1927; the Bank of England was founded in 1694] given 
much thought to the general principles of central banking (other than those 
which concerned the special conditions of London).” I suspect only a reader 
thoroughly familiar with Australian history could squeeze many of the inferences 
from Giblin’s subtle writing. 

I found myself increasingly absorbed by Giblin at the expense of interest in 
the Commonwealth Bank of Australia. Since I have frequently threshed a lot 
of straw to harvest a few grains of central-banking wheat, this was a unique ex- 
perience. Only a pioneering country provides the environment in which such 
varied and adventurous titans come to full flower. He died at 78 as the book 
was being printed. Giblin was closely associated with the developments he 
describes and was given full access to the records. In addition, he had a facile 
pen and lively personal judgments frequently either based on evidence he does 
not present or liberally seasoned with caprice. 

Kart R. Bopp, Federal Reserve Bank of Philadelphia 
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The Closing of the Public Domain: Disposal and Reservation Policies, 1900-50. 
By E. Louise Peffer. Stanford, Calif.: Stanford University Press, 1951. Pp. xi, 


372. $4.50. 


It is no longer news that considerably more than half a billion acres of the 
public domain remained open for entry and settlement after the so-called “dis- 
appearance” of the American frontier. The first half of the twentieth century 
saw the continued occupation of this “public heritage,” but in the course of these 
years the federal land policy was transformed from one designed to encourage 
settlement to one primarily reflecting concern for the good of the nation at large. 

Miss Peffer’s informative volume deals with the development in land legislation 
in the course of which this transformation in policy was accomplished. She 
concentrates upon four major developments: the provision of federal support 
for irrigation, under the Newlands, or Reclamation, Act of 1902; the withdrawal 
program, which led to the enactment of provisions for the temporary withdrawal 
of mineral and water-power sites in 1910 and for the leasing and use of the 
resources embodied in such lands in 1920; the adjustment of homestead measures 
so as to permit reclamation through “dry farming”; and the achievement of at 
least a measure of control of grazing lands as a result of the passage of the 
Taylor Grazing Act in 1934. It was President F. D. Roosevelt’s withdrawals for 
classification, under this act, which, though not meant to be permanent, virtually 
closed the public domain to entry, at a time when a fifth of the country, some 
400,000,000 acres, still remained in federal ownership. 

Miss Peffer has not neglected the significant play of political, personal, and 
sectional factors that accompanied the passage of these laws and the efforts to 
administer them. The most valuable part of her book is the detail it supplies 
on the conflict of interest at each stage in the evolution of the policies discussed. 
This is seen to be not only a political “tug of war” between conservationists on 
the one hand and state’s rights Westerners on the other, but a series of contro- 
versies involving many other groups: industry and labor in the East, the Mid- 
western farmer, oil men and users of water power, Nevada stockmen, federal 
administrators, and anti-New Dealers. 

Miss Peffer makes a forthright assessment of the personalities involved. She 
praises Theodore Roosevelt for dramatizing the conservation issue, but implies 
that his excessive withdrawals under executive authority may have alienated 
many persons not really unsympathetic to the program. She admires the work 
of Gifford Pinchot between 1897 and 1909, but argues that his “thwarted am- 
bition, bitterness, and determination for revenge,” after his dismissal, hurt the 
cause of conservation (p. 331). She condemns Senator P. A. McCarran for his 
attempts, on behalf of Nevada stockmen and in opposition to the New Deal, 
to obstruct the operation of the Taylor Grazing Act and thus to reverse the 
trend toward using the public domain in the interests of the nation rather than 
of individuals or states. She characterizes the nation’s homestead policy as “too 
little and too late” and lays the final blame upon the lack of a sustained popular 
interest in the question of the public lands. 





Government Controls 305 





As is frequently true of works that emanate from doctoral theses, as this 
one did, the balance and organization of the material leave something to be 
desired. For example, though ably treated, the problem of grazing lands is dealt 
with in detail disproportionately great by contrast with that supplied on the 
question of mineral lands, national forests, and water-power sites. Sentences 
overburdened to the point of ambiguity too often impede the ease of reading 
and the comprehension of material that is complicated, at best. At the same time, 
the work reflects admirable insight and prodigious industry upon the author’s 
part, and the book is full of valuable information, if one is patient enough to 
mine it out of a highly detailed and somewhat heavy exposition. 

Bayrp Stitt, New York University 


The Danish System of Labor Relations: A Study in Industrial Peace. By Walter 
Galenson. Cambridge: Harvard University Press, 1952. Pp. 321. $4.50. 


Mr. Galenson, who teaches industrial relations at the University of California 
at Berkeley, has previously written on trade unionism in the United States and 
on the labor movement in Norway. He has also served as American labor attaché 
at Copenhagen. His present excellent study, written exclusively from Danish 
sources, analyzes thoroughly and comprehensively the highly developed industrial- 
relations system of Denmark, a country which even by comparison with its 
Scandinavian neighbors has had an eminently successful record in averting labor 
conflict. 

A remarkable aspect of Danish industrial history is that as early as 1899 
organized employers and workers arrived at a basic positive approach to the 
principles of collective bargaining and worked out an elaborate agreement on 
the mutual rights of both sides. The “September Agreement,” which was drawn 
up at that time, is still the cornerstone of the entire labor-relations structure. 
Another outstanding feature in the country’s history has been the existence for 
over half a century of two powerful organizations, the Danish Federation of 
Labor and the Danish Employers’ Association, representing the great majority of 
the nation’s industrial workers and employers respectively. The author’s in- 
formative historical sketch of these two federations in the first part of his study 
is one of the volume’s many rewarding features. 

Despite an apparently genuine desire on both sides to reach agreements 
through direct negotiations, the record reveals an ever-increasing dependence 
upon government intervention. Under existing machinery, if direct bargaining 
breaks down and conciliation efforts fail, a government mediator prepares a 
draft agreement which is then submitted both to the employer and labor organ- 
izations involved for a secret referendum. Mr. Galenson reports that in recent 
years important contract negotiations seem increasingly to reach this referendum 
stage and that it generally results in ratification of the mediator’s proposal. 
The procedure obviously is a convenient means of face saving for the negotiators 
on both sides, certainly no small element in successful labor relations. 
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If this kind of mediation fails, government action of a more compulsory 
character may take place and, interestingly, seems more and more necessary. 
This intervention, which has gone considerably beyond the patterns traditionally 
acceptable in democratic countries, has taken several forms. The government 
has by law extended collective agreements unaltered for a year. Secondly, it has 
compelled submission of disputes to ad hoc boards of arbitration. Most alarming— 
at least to this reviewer—the typical method employed since 1936 has been 
enactment by Parliament of the government mediator’s proposal into statutory 
law. The dangers inherent in this extreme method deserve perhaps to be em- 
phasized even more forcibly than they have been by the author. Although Mr. 
Galenson may be correct that work stoppages will undoubtedly continue to be 
regarded with growing intolerance both in Denmark and elsewhere, it is not 
easy to accept his view that, therefore, “the pattern of Danish government 
intervention has much to commend it” (p. 138). As he himself admits, were 
this extreme method to be followed, the settlement of major disputes could become 
purely a political matter. It is noteworthy, incidentally, that the elements of 
compulsion described have been introduced in Denmark by Socialist-led govern- 
ments, as was the case of the compulsory arbitration system introduced in 
France in 1936 by the Popular Front. 

The availability of relatively ample Danish statistics permits the author to 
examine carefully such facets of the labor picture as the relationship of labor 
disputes to wage movements, the impact of piece and time rates upon earnings, 
and the effects of productivity and of foreign trade upon real wages. These 
analyses, and the text in general, are buttressed by excellent tables and charts. 
The value of the statistics is often enhanced by comparative figures for Norway 
and Sweden. Only the question of working hours seems to have escaped the 
author’s attention. 

The study makes clear that, while the incidence of work stoppages has 
diminished in Denmark, there has been no complete cessation of strikes or 
lockouts. Nor could one expect there to be in a democratic society. As the author 
judiciously notes, “The heart of the collective bargaining system lies in the 
possibility that there may be an ultimate resort to economic force” (p. 274). 
To minimize the resort to economic force the Danes have evolved over the 
years an industrial-relations system that deserves much of the admiration the 
author displays for it in this scholarly, penetrating account. 

Jor: Cotton, Duke University 


TRADE AREAS AND COLONIES 


Navires et marchandises a l’entrée du port de Livourne (1547-1611). By Fernand 
Braudel et Ruggiero Romano. [Ports, routes et trafics, I. Centre de recherches 
historiques. Ecole Pratique des Hautes-Etudes, vi® section.] Paris: Librairie 
Armand Colin, 1951. Pp. 122. 


This work initiates a series designed to shed new light on the interrelations 
of European economic life in the early modern period. Further, “Our ultimate 
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and most ambitious purpose is to enlist in a solidly organized cadre a group of 
investigators . . . who would collaborate in those joint undertakings without 
which certain zones of history . . . can never be prospected” (Note préliminaire). 
The authors point out that little is known of the ensemble of European economic 
history. One is surprised at the assertion that neither the trade of Seville, even 
in its American branches, nor that of any great Mediterranean port has been 
adequately studied (p. 9). The authors would seem to have in mind a compre- 
hensive study of the entire complex of commercial relationships on which a port 
subsists. A large order and, because of the erosions of time on documentary 
evidence, possible of fulfillment for relatively few sixteenth-century ports. It has 
not been altogether possible for Livorno, but interesting material has been un- 
covered. 

The period 1547-1611 is that in which Livorno emerged from insignificance 
to become the sea gate of Tuscany and a leading Mediterranean port. It was 
“une ville appelée 4 grandir” under the patronage of the liberal, commercially 
minded Medici grand dukes. This study is based on customs records preserved 
in Florentine archives, of which passing use was made by M. Braudel in his 
monumental work, La Méditerranée et le monde méditerranéen a@ l’époque de 
Philippe II (1949). These portate are entries, ship by ship, of merchandise 
imported at Livorno. Data for exports have unhappily not survived and for 
imports are fragmentary except for a period of twelve years. It is unfortunate 
that for Livorno’s flourishing period under Cosimo II the portate no longer 
exist. For analysis and interpretation the authors have grouped the records in 
three periods: (1) 1547-1568; (2) 1573-1593; (3) 1594-1611. Those for the first 
and third are too few to warrant statistical presentation but are suggestive none- 
theless. Evidence for the first implies that the Mediterranean world still enjoyed 
something of its ancient economic unity and self-sufficiency. There is little indi- 
cation of dependence on northern Europe for essential foodstuffs, indispensable 
raw materials, or transport. For the second period the portate are numerous and 
richly informative. Livorno’s principal commercial relations were with the 
western Mediterranean. Trade from Lisbon and Andalusian ports, strong at the 
beginning of this period, was weak at its close. The authors are probably right 
in relating this falling off to the intrusions of northern Europeans—Hanseats, 
English, and Dutch. Severe dearth in Mediterranean lands in the 1580’s and 
1590's brought an influx of grain carriers from Amsterdam, Hamburg, and 
Danzig. For the third period the records are again exiguous. They show that 
the net of Livorno’s commerce has broadened: ships come in from Russia, from 
Newfoundland, one from Goa. There are survivals of earlier conditions: Ragusan 
navi, Genoese and Tuscan galleys, the swarming barque bazaars of Marseille, but 
vessels from northern Europe are now coming in fleets, carrying not only the 
staple commodities of the North but East-Indian wares from Amsterdam and 
London as well as from Lisbon and Cadiz; and they engage in port-to-port 
trading as they work their way southward and through the Mediterranean. 

The book as a whole is a demonstration of values that scholarly scrutiny can 
extract from even a limited amount of data. The authors fully acknowledge the 
tentative nature of many of their deductions. If the volume is to serve as a 
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pattern for the series, I would suggest that the technique and execution of graphs 
be improved. Correlation with the political and naval history of Europe has, it 
would seem, been purposely avoided, but should it be, particularly in the case 
of a port the ramifications of whose trade embraced so wide a hinterland? 
VioLteT Barsour, Vassar College 


De Engelse Natie te Antwerpen in de 16° Eeuw (1496-1582). Vol. I. By Oskar 
de Smedt. Antwerp: De Sikkel, 1950. Pp. viii, 448. 


The centuries-long history of the Merchants Adventurers has been studied by 
many scholars and from many angles. English, American, German, Flemish, 
Dutch, French, and Swedish historians have contributed to the literature of the 
subject. Besides general histories of the company as a whole, and of the cloth 
trade in which its role in the fifteenth and sixteenth centuries was of paramount 
importance, there have been studies of the several provincial branches in England, 
and of the overseas court in the various mart towns in the Low Countries or 
Germany in which it was successively established. But for the stay of the court 
at Antwerp from the late years of the fifteenth century through the sixteenth, a 
period in which the company reached the peak of its wealth and prevalence, 
there has been until now no thorough treatment, though the author of the work 
under review has published several articles on special aspects of the subject. We 
have now the first volume of a history of the “English Nation” at Antwerp which 
promises to be authoritative and comprehensive. Two more volumes are well on 
their way toward completion. The research has been massive. Though Dr. 
de Smedt has not been primarily concerned with the history of the fellowship 
at the English end of its arc of trade, he has studied afresh both the printed 
sources and the historical literature bearing on it, and has made researches of 
his own in English repositories. It is, however, the dominant position of the 
Merchants Adventurers in the greatest of European markets in the sixteenth 
century which interests the author, and to an understanding of this his work when 
completed will be indispensable. 

This Continental chapter of the company’s history has been imperfectly known 
to English authorities because of the destruction of the records and correspondence 
of the court at London. The loss has now been in large measure compensated by 
the researches of Dr. de Smedt in the municipal archives of Antwerp and the 
national archives at Brussels. Valuable data concerning the shipping employed in 
the company’s trade were discovered in the anchorage lists of the water-bailiff 
of Zeeland, whose office commanded the entrance to the Scheldt. The author calls 
attention too to a manuscript in the archives of Amsterdam containing the 
resolutions of the court at Antwerp which supplements the collection made by 
John Wheeler. Dr. de Smedt has also used material on the cloth trade in H. J. 
Smit’s Bronnen tot de Geschiedenis van den Handel met Engeland, Schotland en 
Ierland, though the second volume covering that trade in the sixteenth century 
appeared too late for full utilization. 
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After introductory chapters on the wool trade and the emergence of the 
Merchants Adventurers in the late Middle Ages, the author devotes this first 
volume to a detailed narrative of what may be called the commercial diplomacy 
of the fellowship: its perpetual wrangling with the magistrates of Antwerp and its 
negotiations with the viceregal court of the Duchess of Parma at Brussels, later 
with Alva, the Prince of Orange, and insurrectionary authorities in Brabant, 
Flanders, and Zeeland; negotiations also with towns which hoped to lure the 
company away from Antwerp. The account does not alter on fundamental points 
the main lines of the Merchants Adventurers’ history as laid down in earlier 
works, but it substantiates and completes them. The story becomes at times, by no 
fault of the author, tedious and repetitive. The court was dominated by a small 
group of wealthy Londoners determined to monopolize the export trade in 
English cloth and the import trade in such commodities as were commonly 
shipped to England from the Netherlands, to the exclusion of Italian, Hanseatic, 
and Netherlands rivals, English interlopers, and Adventurers belonging to 
provincial branches of the company. Their tirelessly iterated demands for 
observation and expansion of their privileges ignored the fact that reciprocal 
privileges granted to Netherlands merchants by the very treaties to which they 
appealed were no longer respected in England. 

From occasional references in the notes one may infer that the second and 
third volumes, in which the organization and activities of the court will be 
analyzed, will add greatly to the interest and value of the work. Sea transport, 
selling methods, capital and credit transactions, and the conditions in which its 
members lived during their sojourn, will be among the subjects treated. The 
third volume will take up the responsibilities of the Merchants Adventurers to 
English crown finance. One hopes that it may be possible to provide systematized 
information about the quantitative scope of the company’s trade, and about the 
movement of prices of cloth and kersies sold at Antwerp during the century. 

VioLet Barsour, Vassar College 


Cing siécles de circulation internationale vue de Jougne. Un péage jurassien du 
xiii® au xviii® siécle. By Vital Chomel and Jean Ebersolt. [Ports, routes et 
trafics, II. Centre de recherches historiques. Ecole Pratique des Hautes-Etudes. | 
Paris: Librairie Armand Colin, 1951. Pp. 216. Fr. 850. 


It is difficult to find Jougne on the map. Perched in the Jura Mountains, between 
Besancon and Lausanne, it is hardly more than a watering stop of one of the 
medieval trade routes from the Po Valley into northeastern France and the Low 
Countries. In 1288 the Hapsburg king, Rudolph, granted Jean de Chalon the 
perpetual right of toll at Jougne; and the privilege was not suppressed until 1782. 
Much of the present study rests upon private records preserved by the heirs of 
the Chalon family. 

Chomel and Ebersolt devote one short chapter (pp. 45-60) to the organization 
of the Jougne toll. The role of tolls in interregional development is dismissed with 
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a few broad generalizations concerning funds for maintaining roads and the 
necessity of curbing “highway anarchy.” The extant account books of the Jougne 
toll cover relatively few of the five hundred years the tax was collected. Apparently, 
in the sixteenth century the toll seldom yielded more than 250 livres a year. 
Receipts were somewhat higher in the third quarter of the eighteenth century, but 
when the toll was abolished the government offered an indemnity of only 6,341% 
livres. 

The authors have much less interest in discussing toll administration than in 
speculating on the changing character of the trade which flowed through the 
mountain passes. Wool passed through the Jougne tollhouse on its way to Italy, 
and Italian cloth made up much of the return cargoes; but in certain periods 
Flemish textiles went by Jougne on their way to markets in southern Europe. In 
other periods toll receipts consisted largely of levies on the salt traffic. Inland tolls 
on through trade suffered when dependable shipping was available between the 
Mediterranean and the North Sea; and the decay of the fairs of Champagne 
undermined the toll-road privileges in eastern France. Jougne, however, furnishes 
the authors a convenient vantage point from which to view the rise of commerce 
in provincial products—grain, wine, and ironwares. Data are also drawn from 
the records of neighboring tolls, with the result that the work turns out to be a 
good introduction to the economic development of Franche-Comté. 

Sponsored by the National Center for Scientific Research, the volume has a 
Foreword by Fernand Braudel, director of the Laboratory of Historical Research, 
and an Introduction by Lucien Febvre. 

Rosert S. Smitu, Duke University 


Deutschland und Ubersee: Der Deutsche Handel mit den anderen Kontinenten, 
inbesondere Africa, von Karl V bis zu Bismarck. By Percy Ernest Schramm. 
Braunschweig, Berlin, Hamburg, Kiel: Georg Westermann Verlag, 1950. Pp. 
640. DM1x8. 

A History of the Gold Coast. By W. E. F. Ward. London: George Allen and 
Unwin, 1949. Pp. 387. $4.50. 

Commerce and Conquest in East Africa. By Cyrus Townsend Brady, Jr. Salem, 
Mass.: The Essex Institute, 1950. Pp. xxi, 245. $3.50. 

A Short History of Agriculture in the British Colonies. By G. B. Masefield. 
Oxford: Oxford University Press, 1950. Pp. viii, 179. $2.50. 


Of these four books chiefly concerned with tropical Africa during the past 
century, the first will be of most interest to the professional economic historian. 
Despite his title, Mr. Schramm has not written a history of German overseas 
expansion since the sixteenth century. Only a hundred of his pages concern the 
period before 1840, and in those he appears not to be sure precisely what his 
theme is. At one moment he seems to take as his province the activities of all 
Germans abroad, at another merely those of Germans who served either German 
or foreign interests in tropical regions. Preoccupied as he is with the difficulties 
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faced by the Hanse towns in carrying German influence across the seas while 
there was no united German nation to compete with the Portuguese, English, 
Dutch, and French in empire building, he deals hardly at all with the influence 
of European expansion overseas upon the German-speaking part of Europe. His 
book therefore becomes a scholarly, detailed, and carefully documented treatment 
of German economic enterprise in Africa, especially in the half century, 1840-1890. 
Its chief value for the non-German scholar and student lies in the numerous 
biographical sketches of merchants concerned, and in the brief histories of the 
most important firms such as Godeffroy, O’Swald, Woermann, Eppfennhausen. 
Scion of such a house himself, the author brings to his subject great enthusiasm 
and a determination that Hamburg’s share in German expansion shall not be 
underestimated. He is weak on the statistical aspects of his subject; there is no 
attempt to sum up the achievements of these many colorful careers in precise 
terms of what they meant to German economic history. Since, in this volume, 
his chief concern is with the period before 1900, there is no reassessment of 
German colonial administration or detailed description of the former German 
colonial possessions. Though widely read in relevant British material, Mr. Schramm 
occasionally goes astray in interpreting it, for example, in overstressing the 
significance of the repeal of the navigation acts in 1849 (p. 88). As an example 
of a scholarly German work prepared for publication after the Second World 
War, the book is of interest because of the nostalgia with which the author 
looks back on the era of which he treats. He sadly dedicates his work to four 
Gottingen seminar students killed in the war and regards Anglo-German estrange- 
ment as the taproot of subsequent disaster. 

Mr. Ward’s book on the Gold Coast is of more interest to the historian than 
to the economist. It effectively brings Claridge’s magnum opus published in 1915 
up to date and adds for the earlier period interpretations of African sources which 
only a European with Mr. Ward’s exceptional knowledge of the Gold Coast 
peoples, acquired over many years, could give. His chapters on ethnography and 
on tribal history and migration will be a revelation to those who regard the 
history of tropical African regions before the date of effective European penetra- 
tion as necessarily a blank. Interesting as it is, however, as an example of how a 
meaningful narrative can be built up from the sifting of African oral tradition, 
the story of tribal migration and warfare would have benefited from further 
compression. This is likewise true of some of the rather barren military history 
attending the period of British pacification and conquest. A more expanded 
treatment of constitutional and economic history over the past quarter century 
would have made the book of more value to an increasing number of readers 
whose attention is now being attracted to the Gold Coast by recent elections and 
the beginnings of responsible government with an African nationalist leader as 
chief minister. Mr. Ward’s book will long hold the field as the standard one- 
volume account of the Gold Coast, and will be of especial value to students of 
African history. Nowhere else will they find so clear an account of European 
rivalries on the Coast in the slave-trading era. 

Mr. Brady’s Commerce and Conquest is a chatty account of tropical Africa, 
west as well as east, interspersed with flash backs of history and illustrated with 
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portraits of Salem sea captains, their ships, and African ports of call. The history 
is for the most part accurate but is not based on extensive reading. The book, 
intended for the general reader, will serve a useful purpose in stimulating interest 
in the region. Somewhat similar in interest, but more seriously and carefully 
written, is Mr. Masefield’s little historical manual on British colonial agriculture. 
Each section is brief, much to the point, and accompanied by a bibliography of 
the dozen best books on the topic treated. Especially valuable are the sections on 
the history of the planting industry (as in Ceylon), the sugar industry, soil erosion, 
insect control, and the dangers of monoculture. 

Ho pen Furser, University of Pennsylvania 


THE BRITISH ISLES 


Taxation in Medieval England. By Sidney Knox Mitchell. Edited by Sidney 
Painter. [Yale Historical Publications. Studies, Vol. XV.] New Haven: Yale 
University Press, 1951. Pp. 413. $5.00. 


This book exhibits the strength and the weaknesses that are peculiar to purely 
administrative studies. Its strength is in its detail, which marks it at once as 
the standard work on administrative procedure in direct taxation in England in 
the twelfth and thirteenth centuries. Throughout a lifetime of research on this 
subject (his first work on it, Studies in Taxation under John and Henry III, 
appeared as long ago as 1914), Sidney Mitchell seems to have had the faculty of 
isolating himself in the middle and upper echelons of the medieval bureaucracy, 
occupied entirely with the practical difficulties of maximizing returns from such 
taxation as was authorized from above. Naturally, he worked on the hypothesis 
that the realm of administration contains some of the more important variables to 
be reckoned with in the early history of the modern state. His emphasis centers 
on the major innovation of exact assessment of movables, and of arable land. 
Between 1184 and 1237 officials labored, with great devotion to duty and with an 
astute flexibility of method, to set most of the taxation that the king could levy 
by feudal right—the “aids’—on one or the other of these bases. His interpreta- 
tion of the opposition that their policy aroused hinges on its “unintended” 
consequences in undercutting the political power that lords exercised over 
tenants. Stalled on this front for a whole generation, from 1237 to 1269, by 
baronial opposition, officials had to fall back on exploitation of the royal demesne. 

Here they had already, during the reign of Henry II, developed a means of 
tapping increases of wealth through tallage, a tax of indeterminate base. Since the 
chief towns, as royal boroughs, were subject to tallage at the king’s will, and since 
there was no right of refusal to pay, this tax should have afforded fair consolation. 
Passive resistance had nevertheless become institutionalized through the custom 
of group negotiation for the payment of lump sums, from borough or manor, as 
an alternative to individual assessment. Edward I was, therefore, obliged to seek 
new sources of revenue. 
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To criticize this work as not really solving the constitutional problems that are 
connected with the rise of parliamentary taxation would be unfair. Obviously it 
did not aim to do more than show how experience with various administrative 
devices in the assessment and collection of taxes had an influence upon royal 
policies and on public opposition. But there is some room for criticism in the lack 
of awareness of complexities in the problem of consent, and in the pervading lack 
of interest in the ideas that must have entered into actions. Questions of French 
and Palestinian influence are raised but not with any vigor. It should be stressed, 
however, that the manuscript still lacked final revision at the time of Mr. 
Mitchell’s death. That final revision might have pointed the relation of his 
findings and convictions to newer theories more clearly. It would certainly have 
improved the organization of the book. 

Again, it would be unfair to criticize the work for not breaking the tradition 
of indifference to economic issues which administrative and constitutional his- 
torians have combined to perpetuate. Yet one cannot but marvel to find no shadow 
of curiosity about what groups may have benefited by taxation. How powerful 
were the royal creditors and with what political groups or figures were they 
associated? What were the earliest methods of anticipating revenue? How did 
royal spending affect the economy? Without some knowledge on these points, 
how can constitutional historians be confident of their analyses of opinion? The 
master work on medieval taxation has still to be written. 

Sytvia L. Turupp, University of Chicago 





Royal Mail: The Story of the Posts in England from the Time of Edward IV to 
the Present Day. By F. George Kay. London: Rockliff Publishing Corporation, 


1951. Pp. 151. $4.50. 


Here is a sparkling, concise digest of British postal history, a ready answer to 
questions neglected or scantily treated in most of the general histories of the 
English people. Little attention has been paid to the growth of the mail routes 
and services which gradually brought all British Islanders in touch with each 
other and with people and markets beyond the Channel, promoting homogeneity 
at home and expansion abroad. The English Crown was the first to make postal 
services a right for all instead of the privilege of a few. Several courageous and 
imaginative men evolved a cheap and efficient system that became an example for 
the world. England also established the tradition that mail is sacred, that its 
delivery takes precedence over almost every other consideration. 

Mr. Kay stresses the social and economic implications of these developments. 
There are ample statistics covering postal revenues, expenditures, and the increas- 
ing volume of mail. Corruption at various stages of the system is discussed. 
Abuses of the franking privilege, mail robberies, starip forgeries, and anonymous 
letters had to be dealt with. In contrast, illustrations of self-sacrifice and heroism 
within the postal force throughout the centuries are numerous—heroism which 
reached great heights in steadfastness during the 1940 blitz. 
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Mr. Kay has obviously read widely in the public records and literary sources 
bearing on his subject. Illustrations from contemporary documents add vitality 
to many parts of his narrative. He arouses interest in further research in several 
fields, but his failure to give specific references to his sources will make it 
difficult for others to pursue such an interest. His bibliography is slight. He 
has disregarded most of the printed works on posts in the British Museum and 
makes no comments on those he has selected. He writes with great enthusiam 
for the postal service, but gives no Preface to explain his warmth. 

Grace Fox, Washington, D.C. 


The Industrial Revolution in North Wales. Second edition, revised and supple- 
mented. By A. H. Dodd. Cardiff: University of Wales Press, 1951. Pp. xl, 
439, 215. 

The Industrial Development of South Wales, 1750-1850. By A. H. John. Cardiff: 

University of Wales Press, 1950. Pp. x, 201. 125. 6d. 


These books are somewhat less complementary than their titles would indicate, 
for the first is a very comprehensive, amply documented study of men, measures, 
and types of enterprise, complete with scholarly apparatus, whereas the second 
is a “short study” largely composed during a research studentship, 1936-1939, 
and now published “more or less in its original form.” Internal evidence indicates 
that its author has been diverted from his intended “more detailed examination 
of the industrial development of the coalfield.” Yet it should be said at once 
that his reliance on a substantial body of basic evidence and his skill in exposition 
make the term “sketch” unnecessarily modest. 

Readers will be struck by the agreement between the authors that 1837 or 1840 
to 1850 marked a terminal phase in an outburst of activities whose great stimulus 
had been the commercial victory over France in 1763. In the case of North Wales, 
industrialization was brought “to an untimely close” by inferiority to other 
regions. In South Wales the exhaustion of the more easily exploited resources 
brought about the decline of the principal old industries—iron and copper 
smelting—to be followed by concentration on coal mining, attended by railway 
expansion, newer industries, and consolidated agriculture. In both regions 
linguistic peculiarity had perceptible effects on the movement of persons, but the 
economic opportunities attracted non-Welsh capital. Both authors give attention 
to the creation of a labor force and to the social consequences of industrialization. 
Dodd also draws in political activity, while John pretty thoroughly neglects it. 
Unquestionably these books in combination would be valuable to any student 
of what industrialization has done to medieval societies. 

Dodd is pretty frank to say that his history represents an episode of penetra- 
tion by English capital (see pp. 305-7), followed by its dwindling and diversion 
elsewhere. The great merit of his work is its sense of confident intimacy with 
developments, for it draws upon an immense variety of source materials in Welsh 
and English and, within the limits imposed by photographic republication, 
acquaints the reader both with scholarship since the first edition in 1933 and with 
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newly revealed source materials. The detail concerning some leading entre- 
preneurs is sufficient to justify considerable generalization. In general, however, 
the author’s closely detailed findings are presented in mechanical classifications— 
the old order, “spirited proprietors,” enclosures, communications, metals, collieries 
and quarries, woolens, other textiles, the new capitalists, and the laboring poor— 
each of which has its own inner logic without much attempt at general synthesis 
except in the original preface. Slate quarrying, “the most Welsh of Welsh indus- 
tries,” persisted and prospered in North Wales after the industrial meteors of 
1760-1840 had shed their exciting light and vanished. It had drawn Nathan Meyer 
Rothschild, Lord Palmerston, and John Wilks (an unscrupulous Methodist pro- 
moter) into the same company directorate. 

John writes with more art and less matter; indeed his summary conclusion, 
“The Industrial Process,” makes one hope that he is not lost to this branch of 
economic history. He is not always immediately clear and his book shows some 
signs of haste, but he achieves coherent argument by good arrangement and 
salient evidence without seeming insecure or “thin.” His chapters indicate his 
method: the old order, the financing of industries, the development of a labor 
force, the markets of the coalfield, and the technique of production. Perhaps the 
most striking aspect of his story derives from the early role played by Bristol 
(“the Welsh metropolis”), by Cornish mining, and by adventurous capital from 
the West Country and London, and from the cumulative processes of market, 
credit, and complementary products and skills that went with them. John is 
especially interested and revealing where financing and banking are concerned. 
In the case of South Wales, not only British, but North and South American, 
competition pinched off once-prosperous enterprises and drove the region in on 
its unassailable (if wasting) advantages in coal. Copper smelting, for instance, 
gave way to tin plate, steel, zinc, nickel, and cobalt. Iron yielded to Scotland. 
Coal shipments soared. John’s thoughtful commentary on the social consequences 
of industrialization lead to surprise and regret that political action was neglected. 
Has Wales forgotten John Frost and the Newport Rising? David Williams wrote, 
and the University of Wales Press published, an excellent book on the subject in 
1939. 

These volumes justify Dodd’s objection of twenty years ago to histories of 
industrialization based upon “the highly unrepresentative Lancashire cotton and 
Yorkshire worsted industries.” 





J. B. Bresner, Columbia University 


The Social and Economic Development of Crewe, 1780-1923. By W. H. Chaloner. 
Manchester: Manchester University Press, 1950. Pp. xx, 326. 30s. 


A title that includes the words “social” and “economic” clearly implies that the 
book itself will consider both of these aspects of the peculiar complex of 
activities that carries the name of “Crewe.” Yet the book itself is tantalizingly 
incomplete in its account of the growth of the special economic activities which 
give to Crewe an almost unique importance in the English railway system; and 
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in consequence it proves to be little more than a parochial history of some aspects 
of the development of the town alone. 

Crewe is a creation of the early years of English railway building. It lies on 
what was originally named “the Grand Junction Railway,” a little less than 
halfway from Liverpool to Birmingham, and some eight miles north of the low, 
yet major, watershed which separates the basins of the Mersey and the Weaver 
on the one hand from the basins of Trent and Severn on the other. In the years 
more nearly preceding and following 1840 it was chosen to be—and became— 
a junction point for lines to Chester and Manchester; and in the summer of 1840 
the directors of the company further decided that it should be made the site of 
the various engineering establishments required for the equipment and operation 
of their system. A junction with a big passenger station (the only Crewe that is 
known to the British traveling public), a cluster of railway engineering works, 
and housing for railway employees (extending to a railway orphanage )—these 
are, in essence, the Crewe of the present day. 

As a preliminary comment, it should be mentioned that Mr. Chaloner’s maps 
are most inadequate, in relation to both the configuration of the surrounding 
country and much of the historical detail in the text. The account of the develop- 
ment of the pattern of transportation—by the improvement of roads and rivers and 
the building of canals—in the regions south of the Mersey during the sixty to 
one hundred years before 1840 is cursory, vague, and even naive. In consequence, 
the fundamental question—just why is Crewe where it is?—receives no satisfactory 
answer and the story of the complaints of the early years of the twentieth century, 
that the lack of industrial diversification in Crewe was to be attributed to the 
absence of canal connections (!), loses much of its point. 

The history of the railway engineering works themselves is likewise disappoint- 
ing, relying, as it does, largely—and perhaps unduly—upon unauthoritative 
secondary sources. In the first paragraph of his introduction Mr. Chaloner speaks 
with especial emphasis of “the Grand Junction’s model town of Crewe”; but 
very little is said in the body of the book about this quality of the town. Even 
if the plans of Joseph Locke, chief engineer of the company for the railway works 
and the workmen’s town, are now no longer in existence, though Mr. Chaloner 
is silent on this point, it is not yet too late to reconstruct them in large part 
from the evidence still furnished by the surviving buildings themselves. Indeed, 
in view of the pending demolition, which he mentions, of some of the terraces 
at the center of the town, to make room for a big bus station and a car park, 
it was a plain duty to undertake such a reconstruction while that evidence is 
still standing on the ground. And on the various types of housing provided in the 
model town he is equally inconclusive. He drops a mention of “the famous 
‘plockhouses’ for the engineers” (in a parenthesis on p. 48) and inserts an 
untitled photograph of one of these blocks; but he does not indicate where they 
stand or explain what they actually are. (By contrast, he discusses some of the 
less savory aspects of working-class housing in Crewe at some length in subse- 
quent sections on sewage disposal and public health.) 

The story of the passenger and goods stations is covered in only a couple of 
pages and the story of the postal sorting office adjacent to the passenger station 
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in a few lines. Detailed accounts—to the general reader, tediously detailed—of 
local government, education, and co-operation occupy nearly two thirds of the 
book. Biographical details would have given life to many of these pages; and yet 
it is possible to run through a dozen or score of references in the index to a 
single name, without discovering who and what the man himself was. Even as 
a contribution to social history, the value of the book to the outside world is 
thus relatively slight. 

One last question. The jacket of the book mentions as one of the activities of the 
railway company “an anticipation of future legislation in the form of a scheme 
for health insurance.” Where is any other mention of such a scheme to be found, 
in either index or text? 





C. P. Wricut, Fredericton, N.B. 


Scottish Democracy, 1815-1840: The Social and Intellectual Background. By 
Laurance James Saunders. Edinburgh: Oliver and Boyd, 1950. Pp. 444. 215. 


In Annals of the Parish John Galt’s clerical diarist notes that the struggle 
against Napoleon brought a great increase in prosperity, “somewhat, however, to 
the detriment of our country simplicity.” The cotton mill, the susceptibility to 
economic crisis, the new town, Irish immigrants, and the threat of popery were 
phenomena not confined to a fictional Ayrshire parish. In the first postwar 
generation the pace of change and the problems created increased startlingly. 
Disillusion with established ways and the obvious inadequacy of private philan- 
thropy and ad hoc jurisdictions proved even greater threats to “country simplicity.” 
It is to these developments that Laurance J. Saunders has directed his attention. 

A first glance might make one query the title. The book contains little 
political agitation, no union activity, and not even the General Assembly. The 
intention is broader than this. It is to provide a background, to describe the social 
changes of the period in selected fields; and to suggest a unity and pattern the 
author calls in the myth of democracy “as the characteristic expression of the 
nation in the 1gth century.” In Scotland it is democracy in terms of, first, 
individual opportunity and consequent social mobility, and, second, cultural 
attainments and satisfactions independent of social and material circumstance. 

Five fields are surveyed. Change came to countryside and town. The first 
section deals with the shifting and complex nature of agricultural activity, which 
increasingly brought new discipline and a shorter working life to labor as well as 
greater returns to enterprise. The second part reckons with urban expansion; and 
the third with specific social problems of housing, health, and poverty, and with 
the attempts of civic and philanthropic activity to meet them. With the present 
definition of democracy, one may think first of education, as certainly con- 
temporary observers south of the Tweed would have done; and to that subject, 
general and professional, the last two sections are devoted. 

The organization and exposition are of very high order. In the educational 
sections the problem is relatively straightforward, and the author makes plain the 





318 Reviews of Books 





crucial challenges and responses, and as well the politics with which academic 
life is apparently so thoroughly bound up. In the first three sections, the expository 
problems are infinitely greater and are handled with consummate skill. The 
author’s ability to convey regional variation, to maintain proportion, and to 
throw out exciting suggestions on nearly every page is as instructive to submit to, 
as it is fascinating to watch. 

In any selective work one is left with questions. Though the business approach 
to urban problems is mentioned, I found myself wondering about the contribution 
.of statistical enthusiasm, which was so marked in England, and which certainly 
found institutional expression in Glasgow and perhaps elsewhere. Again, I felt 
occasionally that the impact of the nation to the south was underestimated, 
particularly in the matter of Scottish migration. The English were aware that 
engine rooms and empire were falling to the invasion, and the Poor Man’s 
Guardian, in a rare moment of humor, remarked that the much-lamented Irish 
invasion was less harmful, for the Irish at least spent their wages. Did the Scots 
at home consciously strive to stem the loss of talent, or to capitalize on the 
opportunity? But such questions are not asked in criticism. This is a first volume, 
aimed at “an initial statement of the institutional environment” and its problems. 
It is descriptive, and no generalizations, even in terms of “Scottish democracy,” 
are yet drawn. Detailed expositions of life in certain trades, of later high farming, 
of working-class culture in towns like Paisley and Kilmarnock are left for 
subsequent treatment, which one awaits with impatience. A reader of this lucid 
first installment will find that Mr. Saunders amply repays the demands that the 
compactness of his writing occasionally makes. These studies are of first im- 
portance as pioneering in a kind of social history which historians of England 
are only beginning to understand, and which Scottish historians have, until now, 
almost totally neglected. 

R. K. Wess, Wesleyan University 
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